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MONDAY, JUNE 3, 1957 


Unirep Srates SENATE, 
COMMITTEE ON BANKING AND CURRENCY. 
SUBCOMMITTEE ON SMALL Bustness, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:05 a. m., Senator 
Joseph S$. Clark, chairman of the subcommittee, presiding. 

Present: Senators Clark, Sparkman, and Capehart. 

Senator Crark. The committee will come to order. 

The Small Business Subcommittee of the Committee on Banking 
and Currency begins hearings this morning on bills which have been 
referred to the subcommittee to date. Most of these bills propose 
amendments to the Small Business Act of 1953. Bills in this category 
are as follows: ; 
by Senator Allott; 

. 244 and S. 246, by Senator Payne and others; 
300 and S. 545, by Senator Thye: 

720, by Senator Sparkman and others; 

1762, by Senator Sparkman; 

1789, by Senator Thve and others: 

1992, which [introduced by request: and 
S. 2184 and S. 2185, by Senator Humphrey. 

In addition, the subcommittee will hear testimony on S. 719, by Sen- 

ator Sparkman and others, and S. 2160, also by Senator Sparkman 
and other Senators. These last two bills would authorize the forma- 
tion of national investment companies designed to supply long-term 
credit and equity capital to small business. Also any other bills that 
may be received while the hearings continue may be inserted. 

S. 2286 by Senator Fulbright. 

The text of these bills and reports on the bills made by Federal agen- 
cies will be inserted in the record at this point. 

(The bills and reports referred to follow :) 


pm rEe ee 


[S. 55, 85th Cong., Ist sess. ] 


A BILL To repeal section 221 and amend certain other sections of the Small Business Act 
ot 1953 as amended 
Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, (a) That section 221 of the Small 
Business Act of 1953, as amended, is hereby repealed. 
(b) That sections 222, 223, 224, and 225 of such Act are redesignated as sec- 


2 


tions 221, 222, 2238, and 224 respectively. 
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[S. 244, 85th Cong., 1st sess. ] 


A BILL To authorize loans by the Small Business Administration to alleviate unemploy 
ment in areas of substantial labor surplus 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (b) (1) of section 207 of the 
Small Business Act of 1953 is amended to read as follows: 

“(1) to make such loans (either directly or in cooperation with banks or 
other lending institutions through agreements to participate on an immediate 
or deferred basis) as the Administration may determine to be necessary or 
appropriate (A) because of floods or other catastrophes, including necessary 
or appropriate loans to any small-business concern located in an area where 
a drought is occurring, if the Administration determines that the small- 
business concern has suffered a substantial economic injury as a result 
of such drought and the President has determined under the Act entitled 
‘An Act to authorize Federal assistance to States and local governments in 
major disasters, and for other purposes’, approved September 30, 1950, as 
amended (42 U. S. C., sees. 1855-1855¢g), that such drought is a major 
disaster, or the Secretary of Agriculture has found under the Act entitled 
‘An Act to abolish the Regional Agricultural Credit Corporation of Washing 
ton, District of Columbia, and transfer its functions to the Secretary of Agri 
culture, to authorize the Secretary of Agriculture, to authorize the Secretary 
of AS.U.C., Agriculture to make disaster loans, and for other purposes’, ap- 
proved April 6, 1949, as amended (12 U. 8S. C., secs. 1148—-1—1148a-3), 
that such drought constitutes a production or economic disaster in such 
area, and (B) to any business concern located in an area determined by 
the Secretary of Labor to be an area of substantial labor surplus, if the 
Administration determines that the granting of such financial assistance 
will tend to alleviate unemployment in such area: Provided, That no loan 
under clause (A) of this paragraph, including renewals and extensions 
thereof, may be made for a period or periods exceeding twenty years, and 
no loan under clause (B) of this paragraph, including renewals or exten- 
sions thereof, may be made for a period or periods exceeding ten years, 
except that any such loan made for the purpose of constructing industrial 
facilities may have a maturity of ten years plus such additional period as 
is estimated may be required to complete such construction: And provided 
further, That the interest rate on the Administration’s share of loans made 
under this paragraph shall not exceed 8 per centum per annum ;”. 

Sec. 2. Section 204 (b) of the Small Business Act of 1953 is amended (1) by 
striking out “375,000,000” and inserting in lieu thereof “$ : ”, and 
(2) by striking out “$125,000,000" and inserting in lieu thereof “$ rn 


[Ss. 246, Sith Cong., Ist sess. ] 
A BILL To give the Small Business Administration permanent status 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 221 of the Sinall Business Act of 
1953 is hereby repealed. 

Sec. 2. Sections 222, 223. 224, and 225 of the Small Business Act of 1958 are 
redesignated as sections 221, 222, 223, and 224, respectively 


[S. 300, S5th Cong., Ist sess. ] 
A BILL To give the Small Business Administration permanent status 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 221 of the Small Business Act 
of 1953 (67 Stat. 240), as amended, is hereby repealed. 

(b) Sections 222, 223, 224, and 225 of such Act are redesignated as sections 221, 


222, 223, and 224, respectively. 
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[S. 545, 85th Cong., Ist sess. ] 


A BILL To repeal section 204 (d) of the Small Business Act of 1955 relating to the Loan 
Policy Board of the Small Business Administration 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 204 (d) of the Small Business Act 
of 1953, as amended (15 U. S. C. 633 (d)), is hereby repealed. 

Sec. 2. Subsections (e) and (f) of section 204 of the Small Business Act of 
1953, as amended, are hereby redesignated as subsections (d) and (e), respec- 
tively. 


{S. 719, 85th Cong., Ist sess. ] 


A BILL To make capital more readily available for financing small business and thus to 
promote, foster, and develop the domestic and foreign commerce of the United States, 
and for other purposes 


Be it enacted by the Senate and Hlouse of Representatives of the United States 
of America in Congress assenbled, 
LIL 


Secrron 1. This Act may be cited as the “National Investment Company Act 


of 1957. 
DECLARATION OF POLICY 


Sec. 2. It is the policy of the Congress 

(a) to foster the development and growth of independent small-business 
enterprises with the objective of enabling them to make their maximum 
contribution to productive investment and employment and to the economic 
stability and growth of the Nation; 

(b) to make capital for such enterprises more readily available in ade- 
quate amounts and on reasonable terms ; 

(¢) to facilitate maximum participation of private financial institutions 
and investors in financing these enterprises ; and 

(d) to supplement the existing facilities of banks and other private fi- 
nancial institutions by providing for the establishment of privately owned 
national investment companies. 


TITLE I—NATIONAL INVESTMENT COMPANIES 
ORGANIZATION OF NATIONAI INVESTMENT COMPANIES 


See. 101. (2) National investment companies may be formed for the purpose 
of operating under this title by any number of persens not less than five, who shall 
subscribe to the articles of incorporation of any sach Company; except that any 
company in whose stock one or more Federal Reserve banks invest shall be formed 
by a Federal Reserve bank, Which alone shall subscribe to the articles of in- 
corporation. The total number of national investment companies formed by 
Kederal Reserve banks pursuant thereto shall not exceed the number of Federal 
Reserve banks and branches thereof. 

(b) The articles of incovporation of any national investment Company shall 
specify in general terms the objects for which the company is formed, the name 
assumed by such company, the area or areas where its operations are to be carried 
on, the place where its principal office is to be located, and the amount and 
classes of its shares of capital stock; and the articles may contain any other 
provisions not inconsistent with this title that the company may see fit to adopt 
for the regulation of its business and the conduct of its affairs, including pro- 
vision for cumulative voting in election of directors. Such articles and any amend 
ments thereto adopted from time to time shall be subject to the approval of 
the Board of Governors of the Federal Reserve System (hereinafter called the 
“Board”). 

(¢) The articles of incorporation and amendments thereto shall be forwarded 
to the Board for consideration and approval or disapproval. In determining 
whether to approve the establishment of such a company and its proposed 
articies of incorporation, the Board shall give due regard, among other things, 
to the need for the financing of independent small-business enterprises in the 
area in which the proposed company is to commence business, the general char- 
acter of the proposed management of the company, the number of such com- 
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panies previously organized in the United States, and the volume of their opera- 
tions. After consideration of all relevant factors, the Board may in its dis 
cretion approve the articles of incorporation and issue a permit to begin business. 

(d) Upon issuance of such permit, the company shall become and be a body 
corporate, and as such, and in the name designated in its articles, shall have 
power— 

(1) to adopt and use a corporate seal ; 

(2) to have succession for a period of thirty years, unless extended as 
provided in this section, or unless sooner dissolved by the act of the share 
holders owning two-thirds of the stock or by an Act of Congress, or unless 
its franchise becomes forfeited by some violation of law or regulation issued 
hereunder ; 

(3) to make contracts; 

(4) to sue and be sued, complain, and defend in any court of law or 
equity ; 

(5) by its board of directors, to appoint such officers and employees as 
may be deemed proper, define their authority and duties, fix their compensa 
tion, require bonds of such om them as it deems advisable and fix the penalty 
thereof, dismiss such officers or employees, or any thereof, at pleasure and 
appoint others to fill their places; 

(6) to adopt bylaws regulating the manner in which its stock shall be 
transferred, its officers and employees appointed, its property transferred, 
and the privileges granted to it by law exercised and enjoyed ; 

(7) to establish branch offices or agencies subject to the approval of the 
Board ; 

(8) to acquire, hold, operate, and dispose of any property (real, personal, 
or mixed) whenever necessary or appropriate to the carrying out of its 
lawful functions ; 

(9) to act as depository or fiscal agent of the United States when so 
designated by the Secretary of the Treasury ; 

(10) to operate in such Federal Reserve district or districts or Territories 
or possessions of the United States as may be specified in its articles of in 
corporation and approved by the Board ; and 

(11) to exercise the other powers set forth in this title and such incidental 
powers as may be reasonably necessary to carry on the business for which the 
company is established. 

(e) The board of directors of each national investment company shall con 
sist of nine members all of whom shall be elected annually by the holders of the 
shares of stock of the company. 


CAPITAL-STOCK PROVISIONS 


Sec. 102. (a) Each company organized under this title shall have a paid-in 
capital and surplus equal to at least $5,000,000 before it shall commence business. 
In order to facilitate the formation of national investment companies, each 
Federal Reserve bank is hereby authorized, notwithstanding any other provi 
sions of law, to invest in the shares of stock of one or more such companies 
formed by any Federal Reserve bank under section 101 hereof, but with a view 
to the ultimate disposal of such stock to banks and other private investors as 
herein provided. Each Federal Reserve bank which forms a national investment 
company shall invest in shares of stock of such company in an amount equal to 
at least $5,000,000, or an amount which, when added to the amounts, if any, of 
shares subscribed by other Federal Reserve banks, member banks, nonmember 
banks, financial institutions, corporations, partnerships, or other persons, shall 
equal the sum of $5,000,000. In no event shall any Federal Reserve bank invest 
in shares of national investment companies if as a result thereof it will hold an 
amount of such shares aggregating more than 2 percent of the aggregate amount 
of the combined capital and surplus of all its member banks or $5,000,000, which 
ever is the greater. 

(b) The shares of stock in any national investment company shall be eligible 
for purchase by member banks of the Federal Reserve System, nonmember banks, 
financial institutions, corporations, partnerships, or other persons. Each mem 
ber bank is hereby authorized, notwithstanding any other provision of Federal 
law, to acquire and hold an amount of such shares equal to not more than 2 per 
cent of the capital and surplus of member bank. Upon the demand of any such 
eligible purchaser, a Federal Reserve bank which holds shares of stock in a 
national investment Company shall, with the approval of the Board, including 
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approval as to price, sell to such eligible purchaser all or a portion of such 
shares. 

(c) The aggregate amount of shares in any such company or companies which 
may be owned or controlled by any stockholder, or by any group or class of stock- 
holders, may be limited by the Board; and no one stockholder, other than a Fed- 
eral Reserve bank, shall at any time, without the approval of the Board, own 
or control more than 10 percent of the total outstanding shares of any such 
company. 

BORROWING POWER 


Sec. 108. Hach national investment company shall have authority to borrow 
money and to issue its debentures, bonds, promissory notes, or other obligations 
under such general conditions and subject to such limitations and regulations as 
the Board may prescribe, but in no event shall any such company issue obligations 
which would cause the amount outstanding at any one time to exceed the amount 
of its capital stock and surplus. 


ELIGIBLE ENTERPRISES 


Sec. 104. The Board, after consultation with the Secretary of Commerce, shall 
promulgate standards to determine the eligibility of business enterprises for the 
purposes of this title. In promulgating such standards, which may differ accord- 
ing to the type of financing or other relevant factors, the Board shall give con- 
sideration to 

(a) the policies set forth in section 2; and 
(b) the extent to which such enterprises have reasonable access to facilities 
for credit and equity financing. 


LOANS AND INVESTMENTS 


Sec. 105. (a) Each national investment company shall have authority to make 
or acquire loans with or without security to business enterprises which are 
eligible under this title, or to purchase obligations of such enterprises. Such 
loans, purchases, or other acquisitions may be made either directly or in coop- 
eration with banks or other lending institutions, through agreements to partici- 
pate or by the purchase of participations, commitments to purchase, or other- 
wise, as the company may determine. 

(b) Each national investment Company shall have authority to acquire, and 
to resell to the issuer or to others, the income debentures or bonds, common or 
preferred stocks, or other capital shares of business enterprises eligible under 
this title. 

AGGREGATE LIMITATIONS 


Sec. 106. Without the approval of the Board, the aggregate amount of obliga- 
tions and securities acquired and for which commitments may be issued by any 
national investment company under the provisions of this title which exceed 
the sum of $1,000,000 for any single enterprise shall not exceed 3344 percent 
of the combined capital and surplus and maximum indebtedness of such national 
investment company authorized by this title. 


EXEMPTIONS 


Sec. 107. (a) The loans of any national banking association which are re- 
quired by any national investment company, in the making of which such com- 
pany participates, or for any part of which a commitment to purchase is issued 
hereunder sha!l not be subject to the limitations on real-estate loans prescribed 
in section 24 of the Federal Reserve Act, as antended (12 U. 8S. C. 371). 

(b) Section 38 of the Securities Act of 1933, as amended (15 U. 8S. C. 77 C), is 
hereby amended by inserting at the end thereof the following new subsection (c): 

“(c) The Commission may from time to time by its rules and regulations, and 
subject to such terms and conditions as may be prescribed therein, add to the 
securities exempted as provided in this section any class of securities issued by a 
national investment company under the National Investment Company Act of 
1957, if it finds, having regard to the purposes of that Act, that the enforcement 
of this title with respect to such securities is not necessary in the public interest 
and for the protection of investors.” 

(c) Section 304 of the Trust Indenture Act of 1989 (15 U. S. C. 77 ddd) is 
hereby amended by adding the following subsection (e) : 
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“(e) The Commission may from time to time by its rules and regulations, and 
subject to such terms and conditions as may be prescribed therein, add to the 
securities exempted as provided in this section any class of securities issued by 
a national investment company under the National Investment Company Act of 
1957, if it finds, having regard to the purposes of that Act, that the enforcement 
of this title with respect to such securities is not necessary in the public interest 
and for the protection of investors.” 


TAX PROVISIONS 


Sec. 108. (a) Section 851 (a) (1) of the Internal Revenue Code of 1954 is 
amended by inserting before the word “registered” the following: “chartered 
under the National Investment Company Act of 1957 as a national investment 
company or is”. 

(b) Section 851 (b) (2) of the Internal Revenue Code of 1954 is amended by 
inserting immediately after the words “90 percent” the following: “(75 percent 
in the case of a national investment company chartered under the National In 
vestment Company Act of 1957)”. 

(c) Section 851 of the Internal Revenue Code of 1954 is amended by adding 
at the end thereof a new subsection as follows: 

“(f) EXEMPTION OF NATIONAL INVESTMENT COMPANIES FROM TLAIMITATIONS OF 
SUBSECTION (b) (4).—If the Board of Governors of the Federal Reserve System 
determines that it is necessary and appropriate to accomplishment of the pur 
poses of the National Investment Company Act of 1957 that any national invest 
ment company chartered under such Act be exempt from the requirements of this 
subsection (b) (4), it shall certify such determination to the Secretary or his 
delegate and, in such event, the limitations prescribed in subsection (b) (4) 
shall not apply to such national investment company.” 

(d) (1) Section 852 (a) of the Internal Revenue Code of 1954 is amended 
by adding at the end thereof the following: “The investment company taxable 
income of a regulated investment company which is a national investment com- 
pany chartered under the National Investment Company Act of 1957 shall, for 
purposes of paragraph (1), be increased by the amounts described in subsection 
(d) (3) (D) and decreased by the amounts described in subsection (d) (5) (B).” 

(2) Section 852 of the Internal Revenue Code of 1954 is amended by adding 
at the end thereof a new subsection as follows: 

“(d) NATIONAL INVESTMENT COMPANY RESERVE. 


“(1) RESERVE GENERALLY.—A regulated investment company which is a 
national investment company chartered under the National Investment Com- 
pany Act of 1957 may, under regulations prescribed by the Secretary or 


his delegate establish and maintain a reserve subject to the limitations pro 
vided in this subsection. 

(2) LIMITATION ON RESERVE.—The amount of the reserve shall not at 
any time exceed the lesser of 

“(A) 50 percent of the invested capital of the company as defined in 
paragraph (7), or 

“(B) the accumulated earnings and profits determined as of the 
close of the taxable year. 

“(3) CHARGES TO RESERVE.—The reserve shall be charged as of the end 
of the taxable year (whether or not such charge produces a minus amount 
in the reserve) with the following: 

“(A) the net capital loss for the taxable year (as defined in section 
1222 (10) ); 

“(B) the net operating loss for the taxable year (as defined in section 
172 (c)); 

““(C) the Federal income taxes attributable to the amount added to 
the reserve under paragraph (5) ; and 

“(D) such amount as may be necessary by reason of the limitation 
provided in paragraph (2). 

*“(4) MANDATORY ADDITIONS TO TITE RESERV! There shall be added to the 
reserve as of the close of the taxable year the following: 

“(A) an amount equal to the excess of the net capital gain for the 
taxable year computed without regard to section 1212 (relating to 
capital loss carry-over) over the net capital gain for the taxable year; 
and 

“(B) an amount equal to the excess of the taxable income for the 
taxable year computed without regard to section 172 (relating to the 
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het operating loss deduction) over the taxable income for the taxable 
year. 

(9) DISCRETIONARY ADDITION TO THE RESERVE.—In any year in which an 
amount (other than the amount described in paragraph (4) is added to the 
reserve; the company shall, in the coluputation of its investment company 
taxable income be allowed 

“(A) a deduction equal to such amount of the addition to the re 
serve as does not cause the aggregate amount of the reserve (including 
such addition) to exceed 20 percent of the invested capital of the com- 
pany as defined in paragraph (7); and 

“(B) the dividends received credit provided in Section 243 but such 
credit shall not exceed 85 percent of the portion of amounts added to 
the reserve under this subparagraph which is not deductible from 
investment company taxable income under subparagraph (A). 

“(6) Repucrion or TERMINATION OF RESERVE.—In the event of a reduc- 
tion or termination of the reserve in connection with a partial or complete 
liquidation of the company (or of any company to which the reserve has 
been transferred in an exchange upon which gain was not recognized by 
reason Of any provision of this Subtitle) the gain realized by a stockholder 
upon any such liquidation shall, to the extent of the pro rata share of the 
reserve, be considered as a cain from the sale or exchange of property held 
for less than six months. 

“(7) INVESTED CAPITAL. or purposes of paragraph (2), the term ‘in- 
vested capital’ means the sum, determined as of the Close of the taxable 
year, of 

“(A) the amount of Money or property (included in an amount equal 
to its unadjusted basis without regard to the value of the property as 
of March 1, 1913, except that if such basis is a substituted basis. it shall 
be adjusted, with respect to the period before the property was paid 
in, by an amount equal to adjustments proper under section 312 (f) for 
determining earnings and profits) previously paid in for stock, or as 
paid-in surplus or as a contribution to capital, reduced by the amount 
of distributions not out of earnings and profits in the year of distribu- 
tion and not out of accumulated earnings and profits: and 

“(B) the amount of the outstanding indebtedness (not including in- 
terest) of the company which is evidenced by a bond. note, bill of ex- 
change, debenture. certificate of indebtedness, mortgage, or deed of 
trust, except that indebtedness hot represented by a bond or debenture 
Shall not be included in excess of an amount equal to the average daily 
amount of indebetedness not so represented which was outstanding 
during the taxable year.” 

(e) Each national investment company established under this title, including 
its franchise, capital, reserves, and Surplus, its income, its rea] property, its tangi- 
ble and intangible personal property, its obligations (beth as in principal and 
income derived therefrom), shall be subject to taxation, in the same manner and 
to the same extent as a State-chartered institution of similar character by 
any State, county, municipality, or local taxing authority or by any Territory. 
dependency, or possession of the United States: and its real property shall be 


Subject to special assessments for local improvements. 
MISCELLANEOUS 


Sec. 109. (a) Wherever practicable the operations of a national investment 
company shall be undertaken in cooperation with banks or other financizt imsti- 
tutions, and any servicing or initia] investigation required for loans or acquisi- 
tions of securities by the company under the provisions of this title may be 
handled through such blanks or other financial institutions on a fee basis. 

(b) Each national investment company may make use, wherever practicable, 
of the advisory services of the Federal Reserve System and of the Department of 
Commerce which are available for and useful to industrial and commercial busi- 
nesses, and may provide consulting and advisory services on a fee basis and 
have on its staff persons competent to provide such services. Subject to the super- 
Vision and direetion of the Board, any Federal Reserve bank is authorized to 
act as a depository or fiscal agent for any company organized under this title. 
Such companies may invest funds not reasonably needed for their current op 
erations in direct Obligations of, or obligations suaranteed as to prineipal and 
interest by the United States. 
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(c) The Board is authorized to prescribe regulations governing the operations 
of national investment companies and to carry out the provisions of this title in 
accordance with the purposes of this Act. Each national investment company 
shall be subject to examinations made by direction of the Board by examiners 
selected or approved by the Board, and the cost of such examinations, including 
the compensation of the examiners, may in the discretion of the Board be assessed 
against the company examined and when so assessed shall be paid by such com- 
pany. Every such company shall make such reports to the Board at such times 
and in such form as the Board may require. 

(d) The Secretary of Commerce is authorized to advise and assist in promot- 
ing national investment companies. 

(e) Should any national investment company violate or fail to comply with 
any of the provisions of this title or of regulations prescribed hereunder, all of 
its rights, privileges, and franchises derived herefrom may thereby be forfeited. 
Before any such company shall be declared dissolved, or its rights, privileges, 
and franchises forfeited, any noncompliance with or violation of this title shall, 
however, be determined and adjudged by a court of the United States of compe- 
tent jurisdiction in a suit brought for that purpose in the district or territory in 
which the principal office of such company is located, which suit shall be brought 
by the United States at the instance of the Board or the Attorney General. 

(f) Whenever in the judgment of the Board any person has engaged or is 
about to engage in any acts or practices which constitute or will constitute a 
violation of any provision of this title or of any regulation thereunder, the Board 
may make application to the proper district court of the United States, or the 
United States courts of any Territory or other place subject to the jurisdiction of 
the United States, for an order enjoining such acts or practices, or for an order 
enforcing compliance with such provision, and such courts shall have jurisdiction 
of such actions and upon a showing by the Board that such person has engaged 
or is about to engage in any such acts or practices a permanent or temporary 
injunction, restraining order, or other order shall be granted without bond. 

(zg) Any national investment company may at any time within the two years 
next previous to the date of the expiration of its corporate existence, by a vote 
of the shareholders owning two-thirds of its stock, apply to the Board for ap- 
proval to extend the period of its corporate existence for a term of not more than 
thirty years, and upon approval of the Board as provided in section 101 hereof 
such company shall have its corporate existence extended for such period unless 
sooner dissolved by the act of the shareholders owning two-thirds of its stock, 
or by an Act of Congress or unless its franchise becomes forfeited as herein 
provided. 

(h) Nothing in this Act or in any other provision of law shall be deemed to 
impose any liability on the United States or on any Federal Reserve bank with 
respect to any obligations entered into, or stocks issued, or commitments made, 
by any company organized under this title. 


TITLE II—CHANGES IN FEDERAL RESERVE AUTHORITY 
REPEAL OF SECTION 13B OF THE FEDERAL RESERVE ACT 


Sec. 201. Effective one year after the date of enactment of this Act, section 
13b of the Federal Reserve Act (12 U. 8S. C. 352a) is hereby repealed; but such 
repeal shall not affect the power of any Federal Reserve bank to carry out, or 
protect its interest under, under agreement theretofore made or transaction 
entered into in carrying on operations under that section. 


RETURN OF FUNDS TO TREASURY 


Sec. 202. (a) Within sixty days after the enactment of this Act, each Federal 
Reserve bank shall pay to the United States the aggregate amount which the 
Secretary of the Treasury has heretofore paid to such bank under the provisions 
of section 13b of the Federal Reserve Act; and such payment shall constitute a 
full discharge of any obligation or liabiilty of the Federal bank to the United 
States or to the Secretary of the Treasury arising out of subsection (e) of said 
section 13b or out of any agreement thereunder. 

(b) The amounts repaid to the United States pursuant to section 202, and any 
remaining balance of the funds set aside in the Treasury for payments under 
section 13b of the Federal Reserve Act shall be covered into miscellaneous 
receipts. 
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AUTHORITY TO SELL ASSETS TO NATIONAL INVESTMENT COMPANIES 


Sec. 203. Any national investment company organized under this act may pur- 
chase from any Federal Reserve bank, and any Federal Reserve bank is author- 
ized to sell to any such company, at such reasonable price as may be agreed 
upon, any or all of the assets heretofore or hereafter acquired by such Reserve 
bank under the provisions of section 13b of the Federal Reserve Act. 


TITLE IlI—MISCELLANEOUS PROVISIONS 
PENALTIES 


Sec. 301. Title 18, United States Code, section 1014, is amended by inserting 
the phrase “a national investment company organized under title II of the Na- 
tional Investment Company Act of 1957,” after the words ‘National farm loan 
association,”. 

GEOGRAPHIC APPLICABILITY 


Sec. 302. The authority provided in this Act shall be applicable in the United 
States, including the District of Columbia and the Territories and possessions. 


RIGHT TO AMEND THIS ACT 


Sec. 303. The right to amend, alter, or repeal this Act is hereby expressly 
reserved. 


AUTHORIZATION OF APPROPRIATIONS 


Sec. 304. There are hereby authorized to be appropriated such sums as may be 
required to carry out the purposes of this Act. 


[S. 720, 85th Cong., 1st sess.] 


A BILL To make credit more readily available for financing small business by insuring 
loans made to small business enterprises 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


TITLE 


SECTION 1. This Act may be cited as the “Small Business Credit Act of 1957”. 


DECLARATION OF POLICY 


Sec. 2. It is the policy of the Congress— 

(a) to foster the development and growth of independent small-business 
enterprises with the objective of enabling them to make their maximum con- 
tribution to productive investment and employment and to the economic 
stability and growth of the Nation; 

(b) to make credit for such enterprises more readily available in adequate 
amounts and on reasonable terms ; and 

(c) to facilitate maximum participation of private financial institutions 
and investors in financing these enterprises by insuring loans which are made 
by private lending institutions to small business. 


TITLE I—INSURANCE OF LOANS FOR SMALL BUSINESS 
AUTHORITY TO INSURE 


Sec. 101. The Administrator of the Small Business Administration (hereafter 
referred to in this Act as the Administrator) is authorized upon such terms and 
conditions as he may prescribe to insure such lenders as he finds to be qualified 
by experience or facilities and approves as eligible for credit insurance against 
loss of principal and interest which may be sustained by them as a result of loans 
made to small-business enterprises. Such a lender is hereinafter referred to as 
an “approved lender’. 

OVERALL LIMIT OF INSURANCE 


Sec. 102. The aggregate principal amount of loans with respect to which in- 
surance may be granted under this title shall not exceed $250,000,000 outstanding 
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at any one time: Provided, That on or after July 1, 1958, the President may 
increase this limit to not more than $750,000,000. 


SCOPE OF INSURANCE AND INSURANCE RESERVE 


Sec, 103. The insurance granted under this title shall provide for the reimburse- 
ment of losses to any approved lender and which reimbursement shall not exceed 
the lesser of 

(a) 90 per centum of the unpaid balance of any loan, including accrued 
interest at the time of default ; 
(b) the insurance reserve of the insured lender on the date the claim for 
reimbursement of loss is approved for payment. 
The insurance reserve of each lender shall be initially computed as 10 per centum 
of the total amount of loans on which premiums have been paid and shall be 
diminished by the amount of claims approved for payment. The insurance re 
serve, if any, to the credit of any lender may, from time to time, be further 
diminished, but only pursuant to the contract between the Administrator and 
such insured lender. 
MAXIMUM PREMIUM CHARGI 


Sec. 104. The Administrator shall fix a premium charge for the insuranc 
granted under this title in an amount not to exceed 1144 per centum per annum 
of the principal amount of each loan, payable in advance, at such time and in such 
manner as he may prescribe. 


TYPE OF LOAN COVERED 


Sec. 105. (a) Insurance granted under this title shall provide for the reim 
bursement of losses only with respect to loans bearing such interest, having such 
maturities, and subject to such other terms and conditions as required in accord 
ance with regulations prescribed by the Administrator in force at the time the 
insurance is granted. 

(b) No further insurance shall be granted under this title with respect to any 
borrower if the total outstanding amount of all loans of such borrowers insured 
under this title would thereby exceed $250,000, or with respect to any loan whose 
maturity is in excess of five years and thirty-two days. 

(c) No insurance shall be granted under this title for any loan for agricul 
tural purposes, as determined in accordance with regulations issued by the Ad 
ministrator after consultation with the Secretary of Agriculture, or with respect 
to any loan which is eligible to be insured under the National Housing Act, as 
amended. 

(d) Any loan with respect to which insurance is granted under this title may 
be refinanced or extended with continued protection under this title in accord 
ance with such regulations as the Administrator may prescribe: Provided, That 
the amount or unexpired term of any such loan shall not be in eXcess of the 
limitations contained in paragraph (b) of this section. 


TRANSFER OF INSURANCE BETWEEN INSTITUTIONS 


Sec. 106. The Administrator, under such regulations as he may prescribe, 
may permit the transfer to any approved lender any insurance in connection 
with loans which such lender wishes to purchase from another approved lender. 


REVOLVING FUND 


Sec. 107. (a) The premiums and other moneys received by the Administrator 
in the course of operations under this title shall be deposited in a revolving 
fund in the Treasury of the United States. The revolving fund shall be avail- 
able for defraying the operating expenses incurred under this title, and for the 
payment of claims in connection with the insurance granted under this title. 

(b) For the purposes of carrying out the provisions of this title, there are 
hereby authorized to be appropriated to the revolving fund provided in this 
section 

(1) the sum of $10,000,000 for the initial establishment of the revolving 
fund; and 

(2) such further sums, if any, as may become necessary for the adequacy 
of the revolving fund. 
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(¢) The Administrator shall pay annually into the Treasury, as miscellaneous 
receipts, interest on any sums appropriated to the revolving fund which have 
not been repaid into the Treasury as provided in subsection (d). The Secre- 
tary of the Treasury shall determine the interest rate annually in advance, such 
rate to be Calculated to reimburse the Treasury for its costs in connection with 
such appropriated funds, taking into consideration the current average interest 
rate which the Treasury pays upon its marketable obligations. 

(da) At least annually any balance in the revolving fund in excess of an amount 
determined by the Administrator to be necessary for requirements of the fund, 
and for reasonable reserves to maintain the solvency of the fund, shall be paid 
into the Treasury as miscellaneous receipts, and any outstanding balance in 
the amounts appropriated to the revolving fund shall be reduced by the same 
amount, 

(e) The Administrator, with the approval of the Secretary of the Treasury, 
may invest and reinvest such portions of the revolving fund as he may determine 
to be in excess of current needs in any interest-bearing securities of the United 
States or in any securities guaranteed as to principal and interest by the United 
States, and the income therefrom shall constitute a part of the revolving fund. 

(f) The financial transactions, accounts, books and records of the Adminis- 
trator pertaining to the revolving fund shall be audited on an annual basis by 
the General Accounting Office and a copy of each report on the audit shall be 
furnished to the President, the Congress, and the Administrator. 


EXEMPTION FROM SECTION 24 OF THE FEDERAL RESERVE ACT 


Sec. 108. Loans made by national banks with respect to which insurance is 
granted under this title shall be exempt from the provisions of section 24 of 
the Federal Reserve Act (12 U. 8S. C. 371) relating to real estate loans. 


ADMINISTRATIVE PROVISIONS 


Sec. 109. In the performance of, and with respect to, functions, powers, and 
duties vested in him by this title, the Administrator, notwithstanding the pro- 
Visions of any other law, may 

(2) sue and be sued in any court of record of a State having general 
jurisdiction, or in any United States distfict court, and jurisdiction, is 
conferred upon such district court to determine such controversies without 
regard to the amount in controversy: Provided, That no attachment, injunc- 
tions, garnishment, or other similar process, mesne or final, shall be issued 
against the Administrator or his property ; 

(b) under regulation prescribed by him assign or sell at public or private 
sale, or otherwise dispose of for cash or credit, in his discretion and upon 
such terms and conditions and for such consideration as he shall determine 
to be reasonable, any evidence of debt contract, claim, personal property, 
or security assigned to or held by him in connection with the payment 
of insurance heretofore or hereafter granted under this Act, and to collect 
or compromise all obligations assigned to or held by him and ail legal or 
equitable rights accruing to him in connection with the payment of such 
insurance, until such time as any such obligation may be referred to the 
Attorney General for suit or collection ; 

(c) deal with, complete, renovate, improve, modernize, insure, or rent, 
or sell for cash or credit upon such terms and conditions as he shall deter- 
mine to be reasonable, any real property conveyed to or otherwise acquired 
by him in connection with the payment of insurance granted under this Act: 

(d) pursue to final collection, by way of compromise or otherwise, all 
claims against mortgagors assigned by mortgagees to the Administrator in 
connection with real property by way of deficiency or otherwise. Section 
3709 of the Revised Statutes, as amended (41 U. S. C. 5), shall not be 
construed to apply to any contract of hazard insurance or to any purchase 
or contract for services or supplies on account of such property if the 
premium therefor or the amount thereof does not exceed $1,000. The power 
to convey and to execute in the name of the Administrator deeds of con- 
veyance, deeds of release, assignments and satisfactions of mortgages, and 
any other written instrument relating to real property or any interest therein 
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heretofore or hereafter acquired by the Administrator pursuant to the 
provisions of this Act may be exercised by the Administrator or by an officer 
or agent appointed by him without the execution of any express delegation 
of power or power of attorney. Nothing in this section shall be construed 
to prevent the Administrator from delegating such power by order or by 
power of attorney, in his discretion, to any officer or agent he may appoint ; 

(e) acquire, in any lawful manner, any property (real, personal, or mixed, 
tangible or intangible), whenever deemed necessary or appropriate to the 
conduct of the activities authorized in this title. 


TITLE II—MISCELLANEOUS PROVISIONS 
DELEGATION OF AUTHORITY 


Sec. 201. The functions of the Administrator under this act shall be per- 
formed by him or, subject to his direction and control, by such officers, agen- 
cies, or corporations of the Government, if any, which are under his supervision, 
as he may designate. 


COORDINATION WITH ECONOMIC AND FISCAL POLICIES 


Sec. 202. The President may, at any time or times, reduce, for such periods 
as he shall specify, the maximum authorized principal amounts, maximum ma- 
turities, or maximum percentage of Federal insurance or participation of any 
type or types of loans for business which thereafter may be made, insured, or 
guaranteed by any department, independent establishment, or agency in the 
executive branch, or by any wholly owned Government corporation as defined in 
the Government Corporation Control Act, upon a determination, after taking into 
consideration the effect thereof upon general economic conditions and upon the 
national economy, that such action is necessary or desirable to coordinate the 
business-aid functions and activities of the Federal Government with its general 
economic and fiscal policies. 


ELIGIBLE ENTERPRISES 


Sec. 203. In connection with administering this Act, the Administrator shall 
establish such classifications of small-business enterprises, for eligibility for loans 
with respect to which insurance under this Act may be granted, as he deems 
appropriate. Such classifications may relate to types of business and industry 
groupings eligible and also as to the eligibility of borrowers to be regarded as 
small business. For the latter purpose, a small-business concern shall be deemed 
to be one which is independently owned and operated and which is not dominant 
in its field of operation. 


AUTHORITY TO PROMULGATE AND WAIVE REGULATIONS 


Seo. 204. (a) The Administrator may make such rules and regulations as he 
deems necessary to carry out the authority vested in him by or pursuant to this 
Act. Any such rule or regulation issued under this Act may contain such classi- 
fications and differentiations and may provide for such adjustments and reason- 
able exceptions as in the judgment of the Administrator are necessary or proper 
in order to effectuate the purposes of this Act. 

(b) The Administrator is authorized to waive compliance with any such rules 
and regulations if, in his judgment, they have been substantially complied with 
in good faith and where in his opinion such waiver would not be in derogation 
of the interest of the Government. 


ADMINISTRATIVE PROVISIONS 


Seo. 205. In the performance of, and with respect to, the functions, powers, 
and duties vested in him by this Act, the Administrator, notwithstanding the 
provisions of any Other law, may— 

(a) prepare and disseminate information concerning the activities under- 
taken under this Act; and 
(b) enter into contracts. 
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REPORTS 


SEC, 206. The Administrator shall report annually to the Congress through the 
President on the programs authorized by this Act. 


PENALTIES 


Sec. 207. (a) Title 18, United States Code, section 493, is amended by inserting 
the phrase “Small Business Administration,” after the phrase “Federal Housing 
Administration,”’. 

(b) Title 18, United States Code, section 657, is amended by inserting the 
phrase “Small Business Administration,” after the phrase “Federal Housing 
Administration,”’. 

(c) Title 18, United States Code, section 1006, is amended by inserting the 
phrase “Small Business Administration,” after the phrase “Federal Housing 
Administration,”. 

(d) Title 18, United States Code, section 1010, is amended by inserting the 
phrase “or Small Business Administration,” after the phrase “Federal Housing 
Administration,”. 

(e) Title 18, United States Code, section 1014, is amended by inserting the 
phrase “The Small Business Administration,” after the words “National farm 
loan association,”. 

GEOGRAPHIC APPLICABILITY 


Sec. 208. The authority provided in this Act shall be applicable in the United 
States, including the District of Columbia and the Territories and possessions. 


RIGHT TO AMEND THIS ACT 


Sec. 209. The right to amend, alter, or repeal this Act is hereby expressly 
reserved. 


[S. 1762, 85th Cong., 1st sess. ] 


A BILL To further amend the Small Business Act of 1953, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act shall be cited as the “Small 
Business Act of 1957”. 

Sec. 2. The Small Business Act of 1953, as amended, is amended to read as 
follows: 

“TITLE I—SMALL BUSINESS ADMINISTRATION 


“Sec. 101. (a) The essence of the American economic system of private enter- 
prise is free competition. Only through full and free competition can free 
markets, free entry into business, and opportunities for the expression and growth 
of personal initiative and individual judgment be assured. The preservation and 
expansion of such competition is basic not only to the economic well-being but 
to the security of this Nation. Such security and well-being cannot be realized 
unless the actual and potential capacity of small business is encouraged and 
developed. It is the declared policy of the Congress that the Government should 
aid, counsel, assist, and protect insofar as is possible the interests of small-business 
coneerns in order to preserve free competitive enterprise, to insure that a fair 
proportion of the total purchases, construction contracts, and contracts for 
supplies and services for the Government be placed with small-business enter- 
prises, and to maintain and strengthen the overall economy of the Nation. 

“(b) Further, it is the declared policy of the Congress that the Government 
should aid and assist victims of floods and other catastrophes. 

“Src. 102. For the purposes of this Act, a small-business concern shall be 
deemed to be one which is independently owned and operated and which is not 
dominant in its field of operation. In addition to the foregoing criteria the 
Administration, in making a detailed definition, may use these criteria, among 
others: Number of employees and dollar volume of business. 

“Src. 103. (a) In order to carry out the policies of this Act there is hereby 
created an agency under the name ‘Small Business Administration’ (herein 
referred to as the Administration), which Administration shall be under the 
general direction and supervision of the President and shall not be affiliated with 
or be within any other agency or department of the Federal Government. The 
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principal office of the Administration shall be located in the District of Columbia, 
but the Administration may establish such branch and regional offices in other 
places in the United States as may be determined by the Administrator of the 
Administration. As used in this Act, the term ‘United States’ includes the several 
States, the Territories and possessions of the United States, the Commonwealth 
of Puerto Rico, and the District of Columbia. 

“(b) The Administration is authorized to obtain money from the Treasury of 
the United States for use in the performance of the powers and duties granted 
to or imposed upon if by law, not to exceed a total of S850,000,000 outstanding at 
any one time. For this purpose appropriations not to exceed $850,000,000 are 
hereby authorized to be made to a revolving fund in the Treasury. Advances 
shall be made to the Administration from the revolving fund when requested by 
the Administration. This revolving fund shall be used for the purposes enu 
merated subsequently in section 105 (a), (b), and section 106 (a). Not to exceed 
an aggregate of $500,000,000 shall be outstanding at any one time for the purposes 
enumerated in section 105 (a). Not to exceed an aggregate of $250,000,000 shall 
be outstanding at any one time for the purposes enumerated in section 105 (b). 
Not to exceed an aggregate of $100,000,000 shall be outstanding at any one time 
for the purposes enumerated in section 106 (a). The Administration shall pay 
into miscellaneous receipts of the Treasury at the close of each fiscal year, 
interest on the net amount of the cash disbursements from such advances at a 
rate determined by the Secretary of the Treasury, taking into consideration the 
current average rate on outstanding interest-bearing marketable public debt 
obligations of the United States of comparable maturities. 

“(c) The management of the Administration shall be vested in an Adminis 
trator who shall be appointed from civilian life by the President, by and with 
the advice and consent of the Senate, and who shall be a person of outstanding 
qualifications known to be familiar and sympathetie with small-business needs 
and problems. The Administrator shall receive Compensation at the rate of 
$20,000 per annum, The Administrator shall not engage in any other business, 
vocation, or employment than that of serving as Administrator. The Adminis 
trator is authorized to appoint three deputy administrators to assist in the 
execution of the functions vested in the Administration. Deputy Administrators 
shall be paid at the rate of $17,000 per annum. 

“Sec. 104. (a) The Administration shall have power to adopt, alter, and use 
a seal, which shall be judicially noticed. The Administrator is authorized, sub- 
ject to the civil-service and classification laws, to select, employ, appoint, and 
tix the compensation of such officers, employees, attorneys, and agents as shall 
be necessary to carry out the provisions of this Act; to define their authority 
and duties, to provide bonds for them in such amounts as the Administrator shali 
determine, and to pay the costs of qualification of certain of them as notaries pub 
lic. The Administration, with the consent of any board, commission, independent 
establishment, or executive department of the Government, may avail itself on 
a reimbursable basis of the use of information, services, facilities, including any 
field service thereof, officers, and employees thereof, in carrying out the pro 
visions of this Act. Subject to the standards and procedures under section 5@5 
of the Classification Act of 1949, us amended, not to exceed fifteen positions in 
the Small Business Administration may be placed in grades 16, 17, and 18 of 
the General Schedule established by that Act, and any sueh positions shall be 
additional to the number authorized by such section. 

“(b) In the performance of, and with respect to, the functions, powers, and 
duties vested in him by this Act the Administrator may— 

(1) sue and be sued in any court of record of a State having general 
jurisdiction, or in any United States distriet court, and jurisdiction is con- 
ferred. upon such district court to determine such controversies without 
regard to the amount in controversy: Provided, That no attaehment, injune 
tion, garnishment, or other similar process, mesne or final, shall be issued 
against the Administrator or his property: 

“(2) under regulations prescribed by him, assign or sell at public or 
private sale, or otherwise dispose of for cash or credit, in his discretion and 
upon such terms and conditions and for such consideration as the Admin 
istrator shall determine to be reasonable, any evidence of debt. contract. 
claim, personal property, or security assigned to or held by him in connec 
tion with the payment of loans granted under this Act. and to collect or 
compromise all obligations assigned to or held by him and all legal or equita 
ble rights accruing to him in connection with the payment of such loans 
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until such time as such obligations may be referred to the Attorney Gen- 
eral for suit or collection ; 

“(3) deal with, complete, renovate, improve, modernize, insure, or rent, 
or sell for cash or credit upon such terms and conditions and for such con- 
sideration as the Administrator shal] determine to be reasonable, any real 
property conveyed to or otherwise acquired by him in connection with the 
payment of loans granted under this Act; 

“(4) pursue to final collection, by way of compromise or otherwise, all 
claims against third parties assigned to the Administrator in connection 
With loans made by him. ‘This shall include authority to obtain deficiency 
judgments or Otherwise in the case of mortgages assigned to the Adminis- 
trator. Section 3709 of the Revised Statutes, as amended (41 U. 8. CG. 5), 
shall not be construed to apply to any contract of hazard insurance or to 
any purchase or contract for services or supplies on account of property 
obtained by the Administrator as a result of loans made under this Act if 
the premium therefor or the amount thereof does not exceed $1,000. The 
power to convey and to execute in the name of the Administrator deeds of 
conveyance, deeds of release, assignments and satisfactions of mortgages, 
and any other written instrument relating to real property or any interest 
therein acquired by the Administrator pursuant to the provisions of this Act 
may be exercised by the Administrator or by any officer or agent appointed 
by him without the execution of any express delegation of power or power 
of attorney. Nothing in this section shall be construed to prevent the Admin- 
istrator from delegating such power by order or by power of attorney, in his 
discretion, to any officer or agent he may appoint: 

“(5) acquire, in any lawful manner, any property (real, personal. or mixed, 
tangible or intangible). Whenever deemed hecessary or appropriate to the 
conduct of the activities authorized in sections 105 and 106 (a) of this Aci : 

“(6) Inake such rules and regulations as he deems ne: essary to carry out 
the authority vested in him by or pursuant to this Act: 

“(7) in addition to any powers, functions, privileges, and immunities othb- 
erwise vested in him, take ‘any and all actions, including the procurement 
of the services of attorneys by contract. determined by him to be necessary 
or desirable in making, servicing. compromising, modifying. liquidating, or 
otherwise dealing with or realizing on loans made under the provisions of 
ths Act: Provids d, That no attorneys’ services shall be procured by contract 
in any office where an attorney or attorneys are or can be economically em- 
ployed full time to render such services : and 

“(S8) to pay the cost of travel to the site of tiny disaster referred to in 
section 105 (b) of this \ct of any person employed by the Administration 
to render temporary services in connection with such a disaster, 

~(¢€) To such extent as he finds necessary to carry out the privisions of 
this Act, the Administrator is hereby authorized to procure the temporary 
(not in excess of six months) service of experts or Consultants or organiza- 
tions thereof, including Stenographic reporting services, by contract or appoint- 
ment, and in such cases such service shall be Without regard to the civil-service 
and Classification laws, and, except in the case of stenogra phic reporting services 
by organizations, without regard to section 3709, Rey ised Statutes, as amended 


(41 U. 8. C. 5). Any individual so employed may be compensated at a rate 
not in excess of S50 per diem, and, while such individual is way from his 
home or regular place of business. he Inay be allowed Crausportation and not 
to exceed $15 per diem in lieu of subsistence and other expenses, 

“SEC. 105. (a) The Administration is empowered to make loans to insure a 
Well-balanced national economy ; and such loans may be made or effected either 
directly or in cooperation with banks or other lending institutions through agree- 
ments to participate on an immediate or deferred basis: Provided, hower r, That 
the foregoing powers shall be subject to the following restrictions and limitations: 

“(1) No financial] assistance shall be extended pursuant to this paragraph 
unless the financiag] assistance applied for is not otherwise available on 
reasonable terms. 

“(2) No immediate participation may be purchased unless it is shown 
that a deferred participation is not available; and no loan may be made 
unless it is Shown that a participation is not AVailable., 

“(3) In agreements to participate in loans on a deferred basis under this 
paragraph or under Paragraph (b) of this section, such participation by the 
Administration shal] not be in excess of 90 per centum of the balance of the 
loan outstanding at the time of disbursement. 
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“(4) No loan shall be extended pursuant to (a) above if the total amount 
outstanding and committed (by participation or otherwise) to the borrower 
from the revolving fund established by this title would exceed $500,000: 
Provided, however, That the foregoing limitation of $500,000 shall not apply 
to any loan extended to any corporation formed and capitalized by a grou; 
of small-business concerns with resources provided by them for the purpose 
of establishing facilities in and through such corporation to produce or 
secure raw materials or supplies: Provided further, That for any such 
corporation the limit of any loan extended or made as provided for in this 
section shall be $500,000 multiplied by the number of separate small busi 
nesses which have formed and capitalized a corporation as hereinbefore 
provided in this section: And provided further, That no act or omission to 
act pursuant to this section, if found and approved by the Small Business 
Administration as contributing to the needs of small business shall be eon 
strued to be within the prohibitions of the antitrust laws or the Federa! 
Trade Commission Act of the United States. A copy of the statement ot 
any such finding and approval intended to be within the coverage of this 
section, and any modification or withdrawal thereof, shall be furnished to 
the Attorney General and the Chairman of the Federal Trade Commission 
when made, and it shall be published in the Federal Register. The authority 
granted in the last preceding proviso shall be delegated only (1) to an official 
who shall for the purpose of such delegation be appointed by the President by 
and with the advice and consent of the Senate, unless otherwise required 
to be appointed, (2) upon the condition that such official consult with the 
Attorney General and with the Chairman of the Federal Trade Commission 
not less than ten days before making and stating any such finding and 
approval as is authorized in this subsection (a) and (3) upon the condition 
that such official obtain a statement in writing from the Attorney General 
that he, mindful of the antitrust laws and the public interest, concurs in the 
finding and approval made and granted by the Small Business Administra 
tion. Upon withdrawal of a finding or approval made hereunder the provi 
sions of this section shall not apply to any subsequent act or omission to act 
by reason of such finding or approval. 

(5) No loan including renewals or extensions thereof, may be made for 
a period or periods exceeding ten years, except that any loan made for the 
purpose of constructing industrial facilities may have a maturity of ten 
years plus such additional period as is estimated may be required to complete 
such construction. 

“(6) Loans extended pursuant to this paragraph shall not bear an 
interest rate in excess of 6 per centum per annum on the Administration’s 
share of such loan. 

“(7) All loans made shall be of such sound value or so secured as reason 
ably to assure repayment. 

“(b) The Administration also is empowered 

(1) to make such loans (either directly or in cooperation with banks o1 
other lending institutions through agreements to participate on an immediate 
or deferred basis) as the Administration may determine to be necessary 
or appropriate because of floods or other catastrophes : 

“(2) to make such loans (either directly or in cooperation with banks 
or other lending institutions through agreements to participate on an imme 
diate or deferred basis) as the Administration may determine to be neces 
sary or appropriate to any small-business concern located in an area where 
a drought is occurring, if the Administration determines that the small 
business concern has suffered a substantial economic injury as a result 
of such drought, and the President has determined under the Act entitled 
‘An Act to authorize Federal assistance of States and local governments in 
major disasters, and for other purposes’, approved September 30, 1950, as 
amended (42 U. S. C., sees. 1855-1855¢), that such drought is a major disas- 
ter, or the Secretary of Agriculture has found under the Act entitled ‘An 
Act to abolish the Regional Agricultural Credit Corporation of Washington, 
District of Columbia. and transfer its functions to the Secretary of 
Agriculture, to authorize the Secretary of Agriculture to make disaster loans, 
and for other purposes’, approved April 6, 1949, as amended (12 U. 8. C., 
secs. 1148a—1-1148a-3), that such drought constitutes a production or eco 
nomic disaster in such area: 
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(3) No loans, including renewals and extensions thereof, made pursuant 
to this paragraph may be made for a period or periods exceeding twenty 
years ; 

“(4) The interest rate on the Administration’s share of loans made pur- 
Suant to this paragraph shall not exceed 3 per centum per annum. 

“(e) The Administration may further extend the maturity of or renew any 
loan made pursuant to paragraphs (a) or (b) of this section. beyond the periods 
stated therein, or any loan transferred to the Administration pursuant to Re- 
organization Plan Numbered 2 of 1954, for additional periods not to exceed ten 
years, if such extension or renewal will aid in the orderly liquidation of such 
loan. 

“Sec. 106. It shall be the duty of the Administration, and it is hereby ¢ 
powered, whenever it determines such action is necessary- 

“(a) (1) to enter into contracts with United States Government and 
any department, agency, or officer thereof having procurement powers 
obligating the Administration to furnish articles, equipment, supplies, or 
materials to the Government. In any case in which the Administration certi- 
fies to any officer of the Government having procurement powers that the 
Administration is competent to perform any specific Government procure- 
ment contract to be let by any such officer, such officer shall be authorized 
in his discretion to let such procurement contract to the Administration 
upon such terms and conditions as may be agreed upon between the Ad- 
ministration and the procurement officer ; 

“(2) to arrange for the performance of such contracts by negotiating or 
otherwise letting subcontracts to small-business concerns or others for the 
manufacture, supply, or assembly of such articles, equipment, supplies, or 
materials, or parts thereof, or servicing or processing in conection therewith, 
or such management services as may be necessary to enable the Administra- 
tion to perform such contracts; 

“(b) to provide technical and managerial aids to small-business con- 
cerns, by advising and counseling on matters in connection with Government 
procurement and on policies, principles, and practices of good management, 
including but not limited to cost accounting, methods of financing, business 
insurance, accident control, wage incentives, and methods engineering, by co- 
operating and advising with voluntary business, professional educational, 
and other nonprofit organizations, associations, and institutions and with 
other Federal and State agencies, by maintaining a clearinghouse for in- 
formation concerning the managing, financing, and operation of small-busi- 
ness enterprises, by disseminating such information, and by such other 
activities as are deemed appropriate by the Administration ; 

“(c) to make a complete inventory of all productive facilities of small- 
business concerns or to arrange for such inventory to be made by any other 
governmental agency which has the facilities. In making any such inven- 
tory, the appropriate agencies in the several States may be requested to 
furnish an inventory of the productive facilities of small-business concerns 
in each respective State if such an inventory is available or in prospect ; 

““(d) to coordinate and to ascertain the means by which the productive 
capacity of small-business concerns can be most effectively utilized; 

“(e) to consult and cooperate with governmental departments and agen- 
cies in the issuance of all orders or in the formulation of policy or policies 
in any way affecting small-business concerns. When directed by the Presi- 
dent all such governmental departments or agencies are required, before 
issuing such orders or announcing such policy or policies, to consult and 
cooperate with the Administration in order that the interests of small-busi- 
ness enterprises may be recognized, protected, and preserved ; 

“(f) to consult and cooperate with officers of the Government having pro- 
curement powers, in order to utilize the potential productive capacity of 
plants operated by small-business concerns ; 

“(¢) to obtain information as to methods and practices which Govern 
ment prime contractors utilize in letting subcontracts and to take action 
to encourage the letting of subcontracts by prime contractors to small- 
business concerns at prices and on conditions and terms which are fair and 
equitable ; ; 

“(h) to determine within any industry the concerns, firms, persons, corpo- 
rations, partnerships, cooperatives or other business enterprises, which are 
to be designated ‘small-business concerns’ for the purpose of effectuating 
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the provisions of this Act. To carry out this purpose the Administrator, 
when requested to do so, shall issue in response to each such request an 
appropriate certificate certifying an individual concern as a ‘small-business 
concern’ in accordance with the criteria expressed in this Act. Any such 
certificate shall be subject to revocation when the concern covered thereby 
ceases to be a ‘small-business concern’. Offices of the Government having 
procurement or lending powers, or engaging in the disposal of Federal prop- 
erty or allocating materials or supplies, or promulgating regulations affecting 
the distribution of materials or supplies, shall accept as conclusive the 
Administration’s determination as to which enterprises are to be desig 
nated ‘small-business concerns’, as authorized and directed under this para- 
graph; 

“(i) to certify to Government procurement officers with respect to the 
competency, as to capacity and credit, of any small-business concern or 
group of such concerns to perform a specific Government procurement con 
tract. In any ease in which a small-business concern or group of such con 
cerns has been certified by or under authority of the Administration to be 
a competent Government contractor with respect to capacity and credit as 
to a specific Government procurement contract, the officers of the Govern 
ment having procurement powers are directed to accept such certification 
as conclusive, and are authorized to let such Government procurement con 
tract to such concern or group of concerns without requiring it to meet any 
other requirement with respect to capacity and credit ; 

“(j) to obtain frem any Federal department, establishment, or agency 
engaged in procurement or in the financing of procurement or production such 
reports concerning the letting of contracts, and subcontracts and making of 
loans to business concerns as it may deem pertinent in carrying out 
functions under this Act: 

“(k) to obtain from suppliers of materials information pertaining to the 
method of filling orders and the bases for allocating their supply, whenever 
it appears that any small business is unable to obtain materials from its 
normal sources; 


“(1) to make studies and recommendations to the appropriate Federal 
agencies to insure that a fair proportion of the total purchases and 
tracts for supplies and services for the Government be placed with small 
business enterprises, to insure that a fair proportion of Government con 
tracts for research and development be placed with small-business concerns, 
and to insure a fair and equitable share of materials, supplies, and equipment 
to small-business concerns ; 

“(m) to consult and cooperate with all Government agencies for the 
purpose of insuring that small-business concerns shall receive fair and 
reasonable treatment from said agencies : 

*“(n) to establish such advisory boards and committees wholly represent 
ative of small business as may be found necessary to achieve the purposes 
of this Act; 

“(o) to make studies of the effect of price, credit, and other controls, 
or other Federal programs and wherever it finds that these controls diserimi 
nate against or impose undue hardship upon small business, to make recom 
mendations to the appropriate Federal agency for the adjustment of controls 
to the needs of small business. 

“Sec. 107. (a) To effectuate the purpose of this Act, small business concerns 
within the meaning of this Act shall receive any award or contract or any part 
thereof as to which it is determined by the Administration (1) to be in the in 
terest of maintaining or mobilizing the Nation’s full productive capacity, (2) 
to be in the interest of war or national defense programs, or (3) to insure a well 
balanced national economy. Whenever the contracting procurement agency ob 
jects to the determination made by the Administration, it may appeal to the 
secretary of the appropriate department or the head of the appropriate agenes 
who may overrule the Administration’s determination by a finding in writing 
setting forth his reasons for so ruling. 

“(b) The Administration may delegate the powers granted in subsection (a) 
above to Government contracting agencies where the Administration is not rep 
resented bv its own personnel. 

“Src. 108. (a) The Administration shall make a report every six months of 
operations under this Act to the President, the President of the Senate, and the 
Speaker of the House of Representatives. Such report shall include the names 
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of the business concerns to whom contracts are let and for whom financing is 
arranged by the Administration, together with the amounts involved, and such 
report shall include such other information and such comments and recommenda- 
tions as the Administration may deem appropriate. 

“(b) The Administration shall make a report to the President, the President of 
the Senate, and the Speaker of the House of Representatives, to the Senate 
Select Committee on Small Business and to the House Select Committee To Con- 
duct a Study and Investigation of the Problems of Small Business on December 
31, 1957, and at the end of each six months thereafter, showing as accurately as 
possible for each such period the amount of funds appropriated to it that it has 
expended in the conduct of each of its principal activities such as lending, pro- 
curement, contracting, and providing technical and managerial aids. 

“(c) The Attorney General is directed to make, or request the Federal Trade 
Commission to make for him, surveys for the purpose of determining any factors 
which may tend to eliminate competition, create or strengthen monopolies, injure 
small business, or otherwise promote undue concentration of economic power in 
the course of the administration of this Act. The Attorney General shall submit 
to the Congress and the President at such times as he deems desirable, reports 
setting forth the results of such surveys and including such recommendations as 
he may deem desirable. 

“(d) For the purposes of aiding in carrying out the national policy to insure 
that a fair proportion of the total purchases and contracts for supplies and 
services for the Government be placed with small-business enterprises, and to 
maintain and strengthen the overall economy of the Nation, the Department of 
Defense shall make a monthly report to the President, the President of the Senate, 
and the Speaker of the House of Representatives not more than forty-five days 
after the close of the month, showing the amount of funds appropriated to the 
Department of Defense which have been expended, obligated, or contracted to be 
spent with small-business concerns and the amount of such funds expended, 
obligated, or contracted to be spent with firms other than small business in the 
same fields of operation; and such monthly reports shall show separately the 
funds expended, obligated, or contracted to be spent for basic and applied scientific 
research and development. 

“(e) The Administration shall retain all correspondence, records of inquiries, 
memoranda, reports, books, and records, including memoranda as to all investiga- 
tions conducted by or for the Administration, for a period of at least one year 
from the date of each thereof, and shall at all times keep the same available for 
inspection and examination by the Senate Select Committee on Small Business, 
and the House Select Committee To Conduct a Study and Investigation of the 
Problems of Small Business, or their duly authorized representatives. 

“Sec. 109. (a) The President is authorized to consult with representatives of 
small-business concerns with a view to encouraging the making by such persons 
with the approval of the President of voluntary agreements and programs to 
further the objectives of this Act. 

“(b) No act or omission to act pursuant to his Act which occurs while this 
Act is in effect, if requested by the President pursuant to a voluntary agreement or 
program approved under subsection (a) of this section and found by the Presi- 
dent to be in the public interest as contributing to the well-being of small business, 
shall be construed to be within the prohibition of the antitrust laws or the Federal 
Trade Commission Act of the United States. A copy of each such request 
intended to be within the coverage of this section, and any modification or with- 
drawal thereof, shall be furnished to the Attorney General and the Chairman of 
the Federal Trade Commission when made, and it shall be published in the 
Federal Register unless publication thereof would, in the opinion of the Presi- 
dent, endanger the national security. 

“(c¢) The authority granted in subsection (b) of this section shall be delegated 
only (1) to an official who shall for the purpose of such delegation be required 
to be appointed by the President by and with the advice and consent of the 
Senate, and (2) upon the condition that such official consult with the Attorney 
General and with the Chairman of the Federal Trade Commission not less than 
ten days before making any request or finding thereunder, and (3) upon the 
condition that such official obtain the approval of the Attorney General to any 
request thereunder before making the request. 

“(d) Upon withdrawal of any request or finding made thereunder the pro- 
visions of this section shall not apply to any subsequent act or omission to act by 
reason of such finding or request. 
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“Src. 110. No loan shall be made or equipment, facilities, or services furnished 
by the Administration under this title to any business enterprise unless the 
owners, partners, or officers of such business enterprise (1) certify to the Admin- 
istration the names of any attorneys, agents, or other persons engaged by or on 
behalf of such business enterprise for the purpose of expediting applications 
made to the Administration for assistance of any sort, and the fees paid or to 
be paid to any such persons; (2) execute an agreement binding any such business 
enterprise for a period of two years after any assistance is rendered by the Ad- 
ministration to such business enterprise, to refrain from employing, tendering 
any office or employment to, or retaining for professional services, any person 
who, on the date such assistance or any part thereof was rendered, or within one 
year prior thereto, shall have served as an officer, attorney, agent, or employee 
of the Administration occupying a position or engaging in activities which the 
Administration shall have determined involve discretion with respect to the grant- 
ng of assistance under this Act; and (3) furnish the names of lending institu 
tions to which such business enterprise has applied for loans together with dates, 
amounts, terms, and proof of refusal. 


“TITLE II—INSURANCE OF LOANS FOR SMALL BUSINESS 
“AUTHORITY TO INSURE 


“Sec. 201. To make credit for small enterprises more readily available in ade- 
quate amounts and on reasonable terms, and to facilitate maximum participa- 
tion of private financial institutions and investors in financing these enterprises 
by insuring loans which are made by private institutions to small business, the 
Adininistrator is authorized upon such terms and conditions as he may prescribe 
to insure such lenders as he finds to be qualified by experience or facilities and 
approves as eligible for credit insurance against loss of principal and interest 
which may be sustained by them as a result of loans made to small-business 
enterprises. Such a lender is hereinafter referred to as an ‘approved lender’. 


“OVERALL LIMIT OF INSURANCE 


“Sec. 202. The aggregate principal amount of loans with respect to which 
insurance may be granted under this title shall not exceed $250,000,0000 out- 
standing at any one time: Provided, That on or after July 1, 1958, the President 
may increase this limit to not more than $750,000,000. 


“SCOPE OF INSURANCE AND INSURANCE RESERVE 


“Seco. 203. The insurance granted under this title shall provide for the reim 
bursement of losses to any approved lender and which reimbursement shall not 
exceed the lesser of 

“(a) 90 per centum of the unpaid balance of any loan, including accrued 
interest at the time of default ; 
“(b) the insurance reserve of the insured lender on the date of the claim 
for reimbursement of loss is approved for payment. 
The insurance reserve of each lender shall be initially computed as 10 per 
centum of the total amount of loans on which premiums have been paid and 
shall be diminished by the amount of claims approved for payment. The insur 
ance reserve, if any, to the credit of any lender may, from time to time, be fur- 
ther diminished, but only pursuant to the contact between the Administrator and 
such insured lender. 
“TYPE OF LOAN COVERED 


“Sec. 204. The Administrator shall fix a premium charge for the insurance 
granted under this title in an amount not to exceed 14% per centum per annum 
of the principal amount of each loan, payable in advance, at such time and in 
such manner as he may prescribe. 


“TYPE OF LOAN COVERED 


“Sec. 205. (a) Insurance granted under this title shall provide for the reim- 
bursement of losses only with respect to loans bearing such interest, having such 
maturities, and subject to such other terms and conditions as required in accord- 
ance with regulations prescribed by the Administrator in force at the time the 
insurance is granted. 
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“(b) No further insurance shall be granted under this title with respect to 
any borrower if the total outstanding amount of all loans of such borrower 
insured under this title would thereby exceed $250,000, or with respect to any 
loan whose maturity is in excess of five years and thirty-two days. 

“(¢) No insurance shall be granted under this title for any loan for agricul- 
tural purposes, as determined in accordance with regulations issued by the Ad- 
ministrator after consultation with the Secretary of Agriculture, or with respect 
to any loan which is eligible to be insured under the National Housing Act, as 
amended. 

“(d) Any loan with respect to which insurance is granted under this title may 
be refinanced or extended with continued protection under this title in accord- 
ance with such regulations as the Administrator may prescribe: Provided, That 
the amount or unexpired term of any such loan shall not be in excess of the limi- 
tations contained in paragraph (b) of this section. 


“TRANSFER OF INSURANCE BETWEEN INSTITUTIONS 


“Seo. 206. The Administrator, under such regulations as he may prescribe, 
may permit the transfer to any approved lender any insurance in connection 
with loans which such lender wishes to purchase from another approved lender. 


“REVOLVING FUND 


“Sec. 207. (a) The premiums and other moneys received by the Adminis- 
trator in the course of operations under this title shall be deposited in a re- 
volving fund in the Treasury of the United States. The revolving fund shall 
be available for defraying the operating expenses incurred under this title, 
and for the payment of claims in connection with the insurance granted under 
this title. 

“(b) For the purposes of carrying out the provisions of this title, there are 
hereby authorized to be appropriated to the revolving fund provided in this 
section— 

“(1) the sum of $10,000,000 for the initial establishment of the revolving 
fund ; and 

(2) such further sums, if any, aS may become necessary for the ade- 
quacy of the revolving fund. 

“(e) The Administrator shall pay annually into the Treasury, as miscel- 
Janeous receipts, interest on any sums appropriated to the revolving fund which 
have not been repaid into the Treasury as provided in subsection (d). The 
Secretary of the Treasury shall determine the interest rate annually in ad- 
vance, such rate to be calculated to reimburse the Treasury for its costs in con- 
nection with such appropriated funds, taking into consideration the current 
average interest rate which the Treasury pays upon its marketable obligations. 

“(d) At least annually any balance in the revolving fund in excess of an 
amount determined by the Administrator to be necessary for requirements of 
the fund, and for reasonable reserves to maintain the solvency of the fund, 
shall be paid into the Treasury as miscellaneous receipts, and any outstanding 
balance in the amounts appropriated to the revolving fund shall be reduced by 
the same amount. 

“(e) The Administrator, with the approval of the Secretary of the Treasury, 
may invest and reinvest such portions of the revolving fund as he may deter- 
mine to be in excess of current needs in any interest-bearing securities of the 
United States or in any securities guaranteed as to principal and interest by 
the United States, and the income therefrom shall constitute a part of the 
revolving fund. 

“(f) The financial transactions, accounts, books and records of the Adminis- 
trator pertaining to the revolving fund shall be audited on an annual basis by 
the General Accounting Office and a copy of each report on the audit shall be 
furnished to the President, the Congress, and the Administrator. 


“EXEMPTION FROM SECTION 24 OF THE FEDERAL RESERVE ACT 
“Sec. 208. Loans made by national banks with respect to which insurance is 


granted under this title shall be exempt from the provisions of section 24 of the 
Federal Reserve Act (12 U. 8. C. 371) relating to real estate loans. 
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“AUTHORITY TO PROMULGATE AND WAIVE REGULATIONS 


“Sec. 209. (a) The Administrator may make such rules and regulations as 
he deems necessary to carry out the authority vested in him by or pursuant to 
this Act. Any such rule or regulation issued under this Act may contain such 
classifications and differentiations and may provide for such adjustments and 
reasonable exceptions as in the judgment of the Administrator are necessary or 
proper in order to effectuate the purposes of this Act. 

“(b) The Administrator is authorized to waive compliance with any such 
rules and regulations, if, in his judgment, they have been substantially complied 
with in good faith and where in his opinion such waiver would not be in deroga- 
tion of the interest of the Government. 


“PENALTIES 


“Sec. 210. (a) Title 18, United States Code, section 493, is amended by in 
serting the phrase ‘Small Business Administration, after the phrase ‘Federal 
Housing Administration,’. 

“(b) Title 18, United States Code, section 657, is amended by inserting the 
phrase ‘Small Business Administration,’ after the phrase ‘Federal Housing 
Administration,’. 

“(e) Title 18, United States Code, section 1006, is amended by inserting the 
phrase ‘Small Business Administration,’ after the phrase ‘Federal Housing 
Administration,’. 

“(d) Title 18, United States Code, section 1010, is amended by inserting the 
phrase ‘or Small Business Administration, after the phrase ‘Federal Housing 
Administration,’. 

“(e) Title 18, United States Code, section 1014, is amended by inserting the 
phrase ‘The Small Business Administration,’ after the words ‘National farm 
loan association’. 

“TITLE ITII—GENERAL PROVISIONS 


“Sec. 301. (a) All moneys of the Administration not otherwise employed 
may be deposited with the Treasurer of the United States subject to check by 
authority of the Administration. The Federal Reserve banks are authorized 
and directed to act as depositaries, custodians, and fiscal agents for the Admin- 
istration in the general performance of its powers conferred by this Act. Any 
banks insured by the Federal Deposit Insurance Corporation, when designated 
by the Secretary of the Treasury, shall act as custodians and financial agents 
for the Administration. Each Federal Reserve bank, when designated by the 
Administrator as fiscal agent for the Administration, shall be entitled to be 
reimbursed for all expenses incurred as such fiscal agent. 

*“(b) The Administrator shall contribute to the civil-service retirement and 
diability fund on the basis of annual billings as determined by the Civil Service 
Commission, for the Government’s share of the cost of the civil service retire 
ment system applicable to the employees engaged in carrying out the functions of 
this Act. The Administrator shall also contribute to the employees’ compensa- 
tion fund, on the basis of annual billings as determined by the Secretary of 
Labor, for the benefit payments made from such funds on account of employees 
engaged in carrying out the functions financed by such revolving fund. The 
annual billings shall also include a statement of the fair portion of the cost of 
the administration of the respective funds, which shall be paid by the Adminis- 
trator into the Treasury as miscellaneous receipts. 

“Sec. 302. The President may transfer to the Administration any functions, 
powers, and duties of any department or agency which relate primarily to small 
business problems. In connection with any such transfer, the President may pro 
vide for appropriate transfers of records, property, necessary personnel, and 
unexpended balances of appropriations and other funds available to the depart- 
ment or agency from which the transfer is made. 

“Sec. 303. To the fullest extent the Administration deems practicable, it shall 
make a fair charge for the use of Government-owned property and make and let 
contracts on a basis that will result in a recovery of the direct costs incurred by 
the Administration. 

“Sec. 304. (a) Whoever makes any statement knowing it to be false, or who 
ever willfully overvalues any security, for the purpose of obtaining for himself 
or for any applicant any loan, or extension thereof by renewal, referment of 
action, or otherwise, or the acceptance, release, or substitution of security there 
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for, or for the purpose of influencing in any way the action of the Administra- 
tion, or for the purpose of obtaining money, property, or anything of value, under 
this Act, Shall be punished by a fine of not more than $5,000 or by imprisonment 
for not more than two years, or both. 

“(b) Whoever, being connected in any capacity with the Administration, (A) 
embezzles, abstracts, purloins, or willfully misapplies any moneys, funds, securi- 
ties, or other things of value, whether belonging to it or pledged or otherwise 
entrusted to it, or (B) with intent to defraud the Administration or any other 
body politic or corporate, or any individual, or to deceive any officer, auditor, or 
examiner of the Administration, makes any false entry in any book, report, or 
statement of or to the Administration, or, without being duly authorized, draws 
any Order or issues, puts forth, or assigns any note, debenture, bond, or other 
obligation, or draft, bill of exchange, mortgage, judgment, or decree thereof, or 
(C) with intent to defraud participates, shares, receives directly or indirectly any 
money, profit, property, or benefit through any transaction, loan, commission, con- 
tract, or any other act of the Administration, or (ID) gives any unauthorized 
information concerning any future action or plan of the Administration which 
might affect the value of securities, or, having such knowledge, invests or specu- 
lates, directly or indirectly, in the securities or property of any company or corpo- 
ration receiving loans or other assistance from the Administration, shall be 
punished by a fine of not more than $10,000 or by imprisonment for not more 
than five years, or both. 

“Sec. 305. If any provision of this Act, or the application thereof to any per- 
son or circumstances, is held invalid, the remainder of this Act, and the applica- 
tion of such provision to other persons or circumstances, shall not be affected 
thereby. 

“Sec. 306. The termination of this Act shall not affect the disbursement of 
funds under, or the carrying out of, any contract, commitment, or other obliga- 
tions entered into pursuant to this Act prior to the date of such termination, 
or the taking of any action necessary to preserve or protect the interests of the 
United States. 

“Sec. 307. There are hereby authorized to be appropriated such sums as may be 
necessary and appropriate for the carrying out of the provisions and purposes 
of this Act. 

“Sec. 308. All laws and parts of laws inconsistent with this Act are hereby 
repealed to the extent of such inconsistency. 

“Sec. 309. This Act shall take effect July 1, 1957.” 


[S. 1789, 85th Cong., Ist sess. ] 


A BILL To amend the Small Business Act of 1955 (title Il of Public Law 163, Eighty-third 
Congress), as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Small Business Act of 1953, as 
amended, is hereby amended to read as follows: 

“Sec. 201. This title may be cited as the ‘Small Business Act of 1953’. 

“Sec. 202. (a) The essence of the American economie system of private enter- 
prise is free competition. Only through full and free competition can free mar- 
kets, free entry into business and opportunities for the expression and growth of 
personal initiative and individual judgment be assured. The preservation and 
expansion of such competition is basic net only to the economic well-being but to 
the security of this Nation. Such security and well-being cannot be realized unless 
the actual and potential capacity of small business is encouraged and developed. 
It is the declared policy of the Congress that the Government should aid, counsel, 
assist, and protect insofar as is possible the interests of small-business concerns 
in order to preserve free competitive enterprise, to insure that a fair propor- 
tion of the total purchases and contracts for property and services for the Gov- 
ernment (including, but not limited to contracts for maintenance, repair, and 
construction) be placed with small-business enterprises, and to maintain and 
strengthen the overall economy of the Nation. 

“(b) Further, it is the declared policy of the Congress that the Government 
should aid and assist victims of flood and other catastrophes. 

“Sec. 2038. For the purposes of this title, a small-business concern shall be 
deemed to be one which is independently owned and operated and which is not 
dominant in its field of operation. In addition to the foregoing eriteria the 
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Administration, in making a detailed definition, may use these criteria, among 
others: Number of employees and dollar volume of business. 

“Sec. 204. (a) In order to carry out the policies of this title there is hereby 
created an agency under the name ‘Small Business Administration’ (herein re 
ferred to as the Administration), which Administration shal! be under the gen 
eral direction and supervision of the President and shall not be affiliated with 
or be within any other agency or department of the Federal Government. The 
principal office of the Administration shall be located in the District of Columbia, 
but the Administration may establish such branch and regional offices in other 
places in the United States as may be determined by the Administrator of the 
Administration. As used in this Act, the term ‘United States’ includes the several] 
States, the Territories, and possessions of the United States, the Commonwealth 
of Puerto Rico, and the District of Columbia. 

“(b) The management of the Administration shall be vested in an Adminis 
trator who shall be appointed from civilian life by the President, by and with 
the advice and consent of the Senate, and who shall be a person of outstanding 
qualifications known to be familiar and sympathetic with small-business needs 
and problems. The Administrator shall not engage in any other business, voca 
tion, or employment than that of serving as Administrator. The Administrator 
is authorized to appoint three deputy administrators to assist in the execution of 
the functions vested in the Administration. The Administrator and the deputy 
administrators shall receive compensation at the rates provided in the Federal] 
Executive Pay Act of 1956, or any amendments thereof. 

“(c) There is hereby created the Loan Policy Board of the Small Business 
Administration, which shall consist of the following members, all ex officio: 
The Administrator, as Chairman, the Secretary of the Treasury, and the Secre 
tary of Commerce. Either of the said Secretaries may designate an officer of 
his Department, who has been appointed by the President by and with the advice 
and consent of the Senate, to act in his stead as a member of the Loan Policy 
Board with respect to any matter or matters. The Loan Policy Board shall estab 
lish general policies (particularly with reference to the public interest involved 
in the granting and denial of applications for financial assistance by the Admin 
istration and with reference to the coordination of the functions of the Admi 
istration with other activities and policies of the Government) which shall 
govern the granting and denial of applications for financial assistance by the 
Administration. 

“Sec. 205. (a) The Administration shall have power to adopt, alter, and use 
a seal, which shall be judicially noticed. The Administrator is authorized, sub 
ject to the civil-service and classification laws, to select, employ, appoint, and 
fix the compensation of such officers, employees, attorneys, and agents as shal! 
be necessary to carry out the provisions of this title; to define their authority 
and duties ; to provide bonds for them in such amounts as the Administrator shall 
determine; and to pay the costs of qualification of certain of them as notaries 
public. The Administration, with the consent of any board, commission, inde 
pendent establishment, or executive department of the Government, may avail 
itself on a reimbursable or nonreimbursable basis of the use of information, 
services, facilities, including any field service thereof, officers, employees thereof, 
in carrying out the provisions of this title. Subject to the standards and proce 
dures under section 505 of the Classification Act of 1949, as amended, not to 
exceed fifteen positions in the Small Business Administration may be placed in 
grades 16, 17, and 18 of the General Schedule estabilshed by that Act, and any 
such positions shall be additional to the number authorized by such section. 

“(b) In the performance of, and with respect to, the functions, powers, and 
duties vested in him by this title, the Administrator may 

(1) sue and be sued in any court of record of a State having general 
jurisdiction, or in any United States district court, and jurisdiction is con 
ferred upon such district court to determine such controversies without 
regard to the amount in controversy: Provided, That no attachment, injun 
tion, garnishment, or other similar process, mesne or final, shall be issued 
against the Administrator or his property ; 

“(2) under regulations prescribed by him, assign or sell at public oi 
private sale, or otherwise dispose of for cash or credit, in his discretion and 
upon such terms and conditions and for such consideration as the Admin 
istrator shall determine to be reasonable, any evidence of debt, contract 
claim, personal property, or security assigned to or held by him in conne 
tion with the payment of loans granted under this title, and to collect o1 
compromise all obligations assigned to or held by him and all legal o1 
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equitable rights accruing to him in connection with the payment of such 
loans until such time as such obligations may be referred to the Attorney 
General for suit or collection ; . 

“(3) deal with, complete, renovate, improve, modernize, insure, or rent, or 
sell for cash or credit upon such terms and conditions and for such consid- 
eration as the Administrator shall determine to be reasonable, any real 
property conveyed to or otherwise acquired by him in connection with the 
payment of loans granted under this title; 

“(4) pursue to final collection, by way of compromise or otherwise, all 
claims against third parties assigned to the Administrator in connection with 
loans made by him. This shall include authority to obtain deficiency judg- 
ments or otherwise in the case of mortgages assigned to the Administrator. 
Section 3709 of the Revised Statutes, as amended (41 U. 8. C. 5), shall not 
be construed to apply to any contract of hazard insurance or to any pur- 
chase or contract for services or supplies on account of property obtained 
by the Administrator as a result of loans made under this title if the premi- 
um therefor or the amount thereof does not exceed $1,000. The power to 
convey and to execute in the name of the Administrator deeds of convey- 
ance, deeds of release, assignments and satisfactions of mortgages, and any 
other written instrument relating to real property or any interest therein 
acquired by the Administrator pursuant to the provisions of this title may 
be exercised by the Administrator or by any officer or agent appointed by him 
without the execution of any express delegation of power or power of at- 
torney. Nothing in this section shall be construed to prevent the Administra- 
tor from delegating such power by order or by power of attorney, in his dis- 
cretion, to any officer or agent he may appoint; 

“(5) acquire, in any lawful manner, any property (real, personal, or 
mixed, tangible or intangible), whenever deemed necessary or appropriate 
to the conduct of the activities authorized in sections 207 (a), 207 (b), or 
208 (a) of this title; 

“(6) in addition to any powers, functions, privileges, and immunities oth- 
erwise vested in him, take any and all actions, including the procurement 
of the services of attorneys by contract, determined by him to be necessary 
or desirable in making, servicing, compromising, modifying, liquidating, or 
otherwise dealing with or realizing on loans made under the provisions of 
this title: Provided, That no attorneys’ services shall be procured by con- 
tract in any office where an attorney or attorneys are or can be economically 
employed full time to render such services: 

“(7) pay the transportation expenses and per diem in lieu of subsistence 
expenses, in accordance with the Travel Expense Act of 1949, for travel 
of any person employed by the Administration to render temporary services 
not in excess of six months in connection with any disaster referred to in 
section 207 (b) of this title, from place of appointment to, and while at, the 
disaaster area and any other temporary posts of duty and return upon com- 
pletion of the assignment ; 

“(8) to accept the services and facilities of Federal, State, and local 
agencies and groups, both public and private, and utilize such gratuitous 
services and facilities as may, from time to time, be necessary to further 
the objectives of this title: 

“(9) make such rules and regulations as he deems necessary to carry 
out the authority vested in him by or pursuant to this title. 

“(c) To such extent as he finds necessary to carry out the provisions of this 
title, the Administrator is hereby authorized to procure the temporary (not in 
excess of six months) service of experts or consultants or organizations thereof, 
including stenographic reporting services, by contract or appointment, and in 
such cases such service shall be without regard to the civil-service and classifica- 
tion laws, and, except in the case of stenographie reporting services by organi- 
zations, without regard to section 3709, Revised Statutes, as amended (41 U. S. 
C. 5). Any individual so employed may be compensated at a rate not in ex- 
cess of $50 per diem, and, while such individual is away from his home or regu- 
ular place of business, he may be allowed transportation and not to exceed 
$15 per diem in lieu of subsistence and other expenses. 

“Sec. 206. (a) For the purposes enumerated in sections 207 (a), 207 (b) and 
208 (a) and when authorized in appropriation acts, the Administrator may bor- 
row from the Treasury through the issuance of obligations amounts not to ex- 
ceed a total of $600,000,000 outstanding at any one time. Amounts so borrowed 
shall be placed in the revolving fund heretofore established under the au- 
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thority contained in section 204 of the Act of July 30, 1953 (15 U. 8. C. 
633), and said fund shall remain available for the purposes of this Act. The 
amounts previously appropriated to said revolving fund shall be considered as 
part of such borrowing authority and the Administrator is authorized to issue 
obligations to the Treasury in the amount of such appropriations. Not te exceed 
an aggregate of $450,000,000 shall be outstanding at any one time for the pur- 
poses enumerated in section 207 (a). Not to exceed an aggregate of $125,000,000 
shall be outstanding at any one time for the purposes enumerated in section 
207 (b). Not to exceed an aggregate of $25,000,000 shall be outstanding at any 
one time for the purposes enumerated in section 208 (a). 

“(b) Notes or other obligations issued by the Administrator under this sec- 
tion shall be in such forms and denominations, have such maturities, and be 
subject to such terms and conditions as may be prescribed by the Administrator, 
with the approval of the Secretary of the Treasury. Such notes or other obli- 
gations shall bear interest at a rate determined by the Secretary of the Treas- 
ury, taking into consideration the current average market yields of outstand- 
ing marketable obligations of the United States having comparable maturities. 
In calculating interest payable on such notes, the principal amount of the notes 
shall be reduced by the amount of the cash in the revolving fund. The Adminis- 
tration shall pay into miscellaneous receipts of the Treasury interest on the net 
amount of cash disbursements from the revolving fund. The Secretary of the 
Treasury is authorized and directed to purchase any notes and other obligations 
of the Administrator from the proceeds of the sale of any securities issued un- 
der the Second Liberty Bond Act, as amended, and the purposes for which se- 
curities may be issued under such Act are extended to include any purchase 
of such notes and other obligations. The Secretary of the Treasury may at any 
time sell any of the notes or other obligations acquired by him under this section. 
All redemptions, purchases, and sales hy the Secretary of the Treasury of such 
notes or other obligations in excess of the amount of notes equal to sums pre- 
viously appropriated to the revolving fund shall be treated as public-debt trans- 
actions of the United States. 

“(¢) All moneys of the Administration not otherwise employed may be de- 
posited with the Treasurer of the United States subject to check by authority of 
the Administration. The Federal Reserve banks are authorized and directed 
to act as depositaries, custodians, and fiscal agents for the Administration in the 
general performance of its powers conferred by this title. Any banks insured 
by the Federal Deposit Insurance Corporation, when designated by the Secre- 
tary of the Treasury, shall act as custodians and financial agents for the Admin- 
istration. Each Federal Reserve bank, when designated by the Administrator 
as fiscal agent for the Administration, shall be entitled to be reimbursed for all 
expenses incurred as such fiscal agent. 

“(d) The Administrator shall contribute to the civil-service retirement and 
disability fund, on the basis of annual billings as determined by the Civil Service 
Commission, for the Government’s share of the cost of the civil-service retire- 
ment system applicable to the employees (or their beneficiaries) engaged in 
carrying out the functions financed by the revolving fund established by section 
206 (a) of this Act. The Administrator shall also contribute to the employees’ 
compensation fund, on the basis of annual billings as determined by the Secre- 
tarv of Labor, for the benefit payments made from such fund on account of em- 
ployees engaged in carrying out the functions financed by such revolving fund. 
The annual billings shall also include a statement of the fair portion of the cost 
of the administration of the respective funds, which shall be paid by the Admt1n- 
istrator into the Treasury as miscellaneous receipts. 

“(e) There are hereby authorized to be appropriated such sums as may be 
necessary and appropriate for the carrying out of the provisions and purposes 
of this Act. 

“Sec. P07. (a) The Administration is empowered to make loans (i) to enable 
small-business concerns to finance plant construction, conversion, or expansion, 
including the acquisition of land: or (ii) to finance the acquisition of equipment, 
facilities, machinery, supplies, or materials; or (iii) to supply such concerns 
with working capital to be used in the manufacture of articles, equipment, sup 
plies, or materials for war, defense, or essential civilian production; or (iv) 
us may be necessary to insure a well-balanced national economy ; and such loans 
may be made or effected either directly or in cooperation with banks or other 
lending institutions through agreements to participate on an immediate or 
deferred basis: Provided, hoiwerer, That the foregoing powers shall be subject 
t») the following restrictions and limitations : 
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“(1) No financial assistance shall be extended pursuant to this paragraph 
unless the financial assistance applied for is not otherwise available on reasonable 
terms. 

“(2) No immediate participation may be purchased unless it is shown that a 
deferred participation is not available: and no loan may be made unless it is 
shown that a participation is not available. 

“(3) In agreements to participate in loans on a deferred basis under this 
paragraph or under paragraph (b) of this section, such participation by the 
Administration shall not be in excess of 90 per centum of the balance of the 
loan outstanding at the time of disbursement. 

(4) No loan shall be extended if the total amount outstanding and com- 
mitted (by participation or otherwise) to the borrower from the revolving fund 
established by this title would exceed $250,000: Provided, however, That the 
foregoing limitation of $250,000 shall not apply to any loan extended to any 
corporation formed and capitalized by a group of small business concerns with 
resources provided by them for the purpose of obtaining for the use of such 
concerns raw materials, equipment, inventories, or supplies, or for establishing 
facilities for such purpose. For any such corporation the limit of any loan 
extended or made a provided for in this section shall be $250,000 multiplied by 
the number of separate small businesses which have formed 
poration as hereinbefore provided. 

“(5) The Administrator of the Small Business Administration is authorized 
to consult with representatives of small-business concerns with a view to encour- 
aging the formation by such concerns of the corporations referred to in paragraph 
(4) of this section. No act, or omission to act. if requested by the Administrator 
pursuant to this paragraph, and if found and approved by the Small Business 
Administration as contributing to the needs of small business, shall be construed 
to be within the provisions of the anti-trust laws or Federal Trade Commission 
Act of the United States. <A copy of the statement of any such finding and 
approval intended to be within the coverage of this section, and any modification 
or Withdrawal thereof, shall be furnished to the Attorney General and the Chair- 
man of the Federal Trade Commission when made, and it shall be published 
in the Federal Register. The authority granted in this paragraph shall be 
exercised only (1) by the Administrator, (2) upon the condition that the Admin- 
istrator consult with the Attorney General and with the Chairman of the Fed- 
eral Trade Commission, and (3) upon the condition that the Administrator 
obtain the approval of the Attorney General before exercising such authority. 
Upon withdrawal of any request or finding hereunder or upon withdrawal by 
the Attorney General of his approval of the voluntary agreement or program 
upon which the request or finding is based. the provisions of this section shall 
hot apply to any subsequent act or omission to act by reason of such finding or 
request. 


and capitalized a cor- 


“(6) No loan, including renewals or extensions thereof, 
period of periods exceeding ten years, except that 
purpose of constructing facilities may have a maturity of ten years plus such 
additional period as is estimated may be required to complete such construction, 
and (B) any loan extended to corporations formed and capitalized by a group 
of small business concerns for the purpose of constructing facilities may have 
a maturity of twenty years plus such additional time as is required to complete 
such construction. 

“(7) Loans extended pursuant to 
rate in excess of 6 per centum per 
loan. 

“(S) All loans made shall t 
to assure repayment. 

“(b) The Administration also is empowered 

“(1) to make such loans (either directly or in cooperation with banks 
or other lending institutions through agreements to participate on an imme- 
diate or deferred basis) as the Administration may determine to be neces- 
sary or appropriate because of floods or other catastrophes ; 

“(2) to make such loans (either directly or in 
or other lending institutions through agreements to participate on an imme- 
diate or deferred basis) as the Administration may de 
sary or appropriate to any small-business co; 
by a drought, if the Administration dete 
cern has suffered a substantial « 
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(A) any loan made for the 


this paragraph shall not bear an interest 
annum on the Administration’s share of such 


e of such sound value or so secured as reasonably 


cooperation with banks 


termine to be neces- 
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and the President has determined under the Act entitled ‘an Act to authorize 
Federal assistance to States and local governments in major disasters, and 
for other purposes’, approved September 30, 1950, as amended (42 U.S. C., 
sees. 1855-1855g) that such drought is a major disaster, or the Secretary 
f Agriculture has found under the Act entitled ‘An Act to abolish the 
Regional Agricultural Credit Corporation of Washington, District of Co- 
lumbia, and transfer its functions to the Secretary of Agriculture, to author- 
ize the Secretary of Agriculture to make disaster loans, and for other 
purposes’, approved April 6, 1949, as amended (12 U. 8. C., sees. 1148a—1 
114S8a-3), that such drought constitutes a production or economic disaster 
in such area. 

“(3) No loans, including renewals and extensions thereof, made pursuant 
to this paragraph may be made for a period or periods exceeding twenty 
years ; 

“(4) The interest rate on the Administration’s share of loans made pur 
suant to this paragraph shall not exceed 38 per centum per annum. 

“(¢c) The Administration may further extend the maturity of or renew any 
loan made pursuant to this section beyond the periods stated therein, or any loan 
transferred to the Administration pursuant to Reorganization Plan Numbered 2 
of 1954, for additional periods not to exceed ten years, if such extension or re 
newal will aid in the orderly liquidation of such loan. 

“Sec. 208. It shall be the duty of the Administration and it is hereby empowered 
whenever it determines such action is necessary 

“(a) (1) to enter into contracts with United States Governmen 1d 
department, agency, or officer thereof having procurement power ligat 
ing the Administration to furnish articles, equipment, supplies, or materials 
to the Government. In any case in which the Administration certifies to 
any officer of the Government having procurement powers that the Adminis 
tration is competent to perform any specific Government procurement con 
tract to be let by any such officer, such officer shall be authorized in his 
discretion to let such procurement contract to the Administration upon such 
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terms and conditions as may be agreed upon between the Administr: hand 
the procurement officer : 

(2) to arrange for the performance of such contracts by negotiating or 
otherwise letting subcontracts to small-business concerns or others for the 
manufacture, supply, or assembly of such articles, equipment, supplies, o1 


materials, or parts thereof, or servicing or processing in connection there 


with, or such management services as may be necessary to enable the Admin 
istration to perform such contracts : 
“(b) to provide technical and managerial aids to small-business concerns 


by advising and counseling on matters in connection with Government pro 
curement and on policies, principles, and practices of good management, 


including but not limited to cost accounting, methods of financing, business 
insurance, accident control, wage incentives, and methods engineering, by 
cooperating and advising with voluntary business, professional, educationa 

and other nonprofit organizations, associations, and institutions and with 
other Federal and State agencies, by maintaining a clearinghouse for in 
formation concerning the managing, financing, and operation of small-busi 
ness enterprises, by disseminating such information, and by such other activi 
ties as are deemed appropriate by the Administration : 

“(c) to make a complete inventory of all productive facilities of small 
business concerns which can be used for war, defense or civilian production, 
or to arrange for such inventory to be made by any other governmental 
agency which has the facilities. In making any such invent the appro 


) 
priate agencies in the several States may be requested to furnish an inventory 
of the productive facilities of small-business concerns in each respective 
State if such an inventory is available or in prospect ; 

“(d) to coordinate and to ascertain the means by which the produet 
capacity of small-business concerns can be most effectively utilized for war 
defense or civilian production ; 

“(e) to consult and cooperate with officers of the Government having 
procurement powers, in order to utilize the potential productive capacity of 
plants operated by small-business concerns: 

“(f) to obtain information as to methods and practices which Government 
prime contractors utilize in letting subcontracts and to take action to encour- 
age the letting of subcontracts by prime contractors to small-business con- 


ve 
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arms at prices and on conditions and terms which are fair and equitable; 
1 “(o) to determine within any industry the concerns, firms, persons, corpo- 
‘ations, partnerships, cooperatives, or other business enterprises, which 


fs are to be designated ‘small-business concerns’ for the purpose of effectuat- 
: ing the provisions of this title. To carry out this purpose the Administrator, 
s when requested to do so, shall issue in response to each such request an ap- 
, propriate certificate certifying an individual concern as a ‘small-business 
a concern’ in accordance with the criteria expressed in this Act. Any such 
certificate shall be subject to revocation when the concern covered thereby 
- ceases to be a ‘small-business concern’. Offices of the Government having 
procurement or lending powers, or engaging in the disposal of Federal prop- 
it erty or allocating materials or supplies, or promulgating regulations affecting 
y the distribution of materials or supplies shall accept as conclusive the Ad- 
; ministration’s determination as to which enterprises are to be designated 
. ‘small-business concerns’, as authorized and directed under this paragraph ; 
“(h) to certify to Government procurement officers with respect to the 
sig competency, as to capacity and credit, of any small-business concern or 
n group of such concerns to perform a specific Government procurement con- 


9 tract. In any case in which a small-business concern or group of such con- 
cerns has been certified by or under the authority of the Administration to 
be a competent Government contractor with respect to capacity and credit 
as to a specific Government procurement contract, the oflicers of the Govern- 
ment having procurement powers are directed to accept such certification as 
conclusive, and are authorized to let such Government procurement con- 








a tract to such concern or group of concerns without requiring it to meet 
ul any other requirement with respect to capacity and credit; 
us “(i) to obtain from any Federal department, establishment, or agency 
to engaged in procurement or in the financing of procurement or production 
Is such reports concerning the letting of contracts, and subcontracts and mak- 
n- ing of loans to business concerns as it may deem pertinent in carrying out 
HIS its functions under this title; 
eh “(j) to obtain from suppliers of materials information pertaining to the 
na method of filling orders and the bases for allocating their supply, whenever 
it appears that any small business is unable to obtain materials from its 
or normal sources for war or defense production ; 
the “(k) to make studies and recommendations to the appropriate Federal 
o1 agencies to insure that a fair proportion of the total purchases and contracts 
re for supplies and services for the Government be placed with small-business 
in enterprises, to insure that a fair proportion of Government contracts for 
research and development be placed with small-business concerns, and to 


insure a fair and equitable share of materials, supplies, and equipment to 
ro- Sri 


nt, a 





ll-business concerns to effectuate war or defense programs; 
| 


) to consult and cooperate with all Government agencies for the pur- 
ESS pose of insuring that small-business concerns shall receive fair and reason 
by able treatment from said agencies: 
“(m) to establish such small business advisory boards and committees as 
may be found necessary to achieve the purposes of this title 


“(n) to make studies of matters materially affecting the 
strength of small business, or the effect on small 





competitive 














business of Federal pro 
fivi grams or regulations; to make recommendations to the appropriate Federal 
agency for the ajustment of such programs or re itions to the needs of 
all small business. 
ion. “Sec, 209, (a) The Administration shall make a report every six months of 
ntal operations under this title to the President, the President of the Ss » and the 
pro Speaker of the House of Representatives. Such report shall include the names 
tory of the business concerns to whom contracts are let and for whom financing is 
‘tive arranged by the Administration, together with the amounts involved, and such 
report shall include such other information and such comments and recommenda- 
‘tive tions as the Administration may deem appropriate. 
war. “(b) The Administration shall make a report to the President, the President 
of the Senate, and the Speaker of the House of Representatives, to the Senate 
ving Select Committee on Small Business and to the House Select Committee To Con- 
ve alt duct a Study and Investigation of the Problems of Small Business on June 30 and 
. December 31, of each year, showing as a¢ curately as possible for each such period 
anita the amount of funds appropriated to it that it has expended in the conduct of each 
seat. of its principal activities such as lending, procurement, contracting. and providing 
‘alin technical and managerial aids. . 
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“(c) The Attorney General is directed to make, or request the Federal Trade 
Commission to make for him, surveys for the purpose of determining any fac- 
tors which may tend to eliminate competition, create or strengthen monopolies, 
injure small business, or otherwise promote undue concentration of economic 
power in the course of the administration of this Act. The Attorney General 
shall submit to the Congress and the President within ninety days after approval 
of this Act, and at such times thereafter as he deems desirable, reports setting 
forth the results of such surveys and including such recommendations as he 
may deem desirable. 

“(d) For the purposes of aiding in carrying out the national policy to insure 
that a fair proportion of the total purchases and contracts for supplies and ser\ 
ices for the Government be placed with small-business enterprises, and to main- 
tain and strengthen the overall economy of the Nation, the Department of De 
fense shall make a monthly report to the President, the President of the Senate, 
and the Speaker of the House of Representatives not less than forty-five days 
after the close of the month, showing the amount of funds appropriated to the 
Department of Defense which have been expended, obligated, or contracted to be 
spent with small-business concerns and the amount of such funds expended, obli 
gated, or contracted to be spent with firms other than small business in the same 
fields of operation; and such monthly reports shall show separately the funds 
expended, obligated, or contracted to be spent for basic and applied scientific 
research and development. 

“(e) The Administration shall retain all correspondence, records of inquiries, 
memorandums, reports, books, and records, including memorandums as to all 
investigations conducted by or for the Administration, for a period of at least 
one year from the date of each thereof, and shall at all times keep the same 
available for inspection and examination by the Senate Select Committee on 
Small Business, and the House Select Committee To Conduct a Study and 
Investigation of the Problems of Small Business, or their duly authorized 
representatives. 

“Sec. 210. (a) The President is authorized to consult with representatives of 
small-business concerns with a view to encouraging the making by such persons 
with the approval of the President of voluntary agreements and programs to 
further the objectives of this title. 

“(b) No act or omission to act pursuant to this title which occurs while this 
title is in effect, if requested by the President pursuant to a voluntary agreement 
or program approved under subsection (a) of this section and found by the 
President to be in the public interest as contributing to the national defense, 
shall be construed to be within the prohibition of the antitrust laws or the 
Federal Trade Commission Act of the United States. A copy of each such 
request intended to be within the coverage of this section, and any modification 
or withdrawal thereof, shall be furnished to the Attorney General and the Chair- 
man of the Federal Trade Commission when made, and it shall pe published in 
the Federal Register unless publication thereof would, in the opinion of the 
President, endanger the national security. 

“(e) The authority granted in subsection (b) of this section shall be delegated 
only (1) to an official who shall for the purpose of such delegation be required to 
be appointed by the President by and with the advice and consent of the Senate, 
and (2) upon the condition that such official consult with the Attorney General 
and with the Chairman of the Federal Trade Commission not less than ten days 
before making any request or finding thereunder, and (3) upon the condition that 
such official obtain the approval of the Attorney General to any request 
thereunder before making the request. 

“(d) Upon withdrawal of any request or finding hereunder, or upon withdrawal 
by the Attorney General of his approval of the voluntary agreement or program 
on which the request or finding is based, the provisions of this section shall not 
apply to any subsequent act, or omission to act, by reason of such finding or 
request. s . 

“Sec, 211. The President may transfer to the Administration any functions, 
powers, and duties of any department or agency which relate primarily to small- 
business problems. In connection with any such transfer, the President may 
provide for appropriate transfers of records, property, necessary personnel, and 
unexpended balances of appropriations and other funds available to the depart- 
ment or agency from which the transfer is made. 

“SEc. 212, No loan shall be made or equipment, facilities, or services furnished 
by the Administration under this title to any business enterprise unless the 
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e 
owners, partners, or officers of such business enterprise (1) certify to the 
Administration the names of any attorneys, agents, or other persons engaged by 
or on behalf of such business enterprise for the purpose of expediting applications 
made to the Administration for assistance of any sort, and the fees paid or to be 
paid to any such persons; (2) execute an agreement binding any such business 
enterprise for a period of two years after any assistance is rendered by the 
Administration to such business enterprise, to refrain from employing, tendering 
any office or employment to, or retaining for professional services, any person 
who, on the date such assistance or any part thereof was rendered, or within one 
year prior thereto, shail have served as an officer, attorney, agent, or employee 
of the Administration occupying a position or engaging in activities which the 
Administration shall have determined involve discretion with respect to the 
granting of assistance under this title: and (3) furnish the names of lending 
institutions to which such business enterprise has applied for loans together with 
dates, amounts, terms, and proof of refusal, 

“Sec. 213. To the fullest extent the Administration deems practicable, it shall 
make a fair charge for the use of Government-owned property and make and let 
contracts on a basis that will result in a recovery of the direct costs incurred 
by the Administration. 

“Sec. 214. To effectuate the purposes of this title, small-business concerns 
within the meaning of this title shall receive any award or contract or any part 
thereof as to which it is determined by the Administration and the contracting 
procurement agency (1) to be in the interest of maintaining or mobilizing the 
Nation’s full productive capacity, or (2) to be in the interest of war or national 
defense programs. 

“Sec. 215. When directed by the President it shall be the duty of the Admin- 
istration to consult and cooperate with governmental departments and agencies 
in the issuance of all orders or in the formulation of policy or policies in any way 
affecting small-business concerns. When directed by the President all such 
governmental departments or agencies are required, before issuing such orders or 
announcing such policy or policies, to consult and cooperate with the Administra- 
tion in order that the interests of small-business enterprises may be recognized, 
protected, and preserved. 

“Sec. 216. (a) Whoever makes any statement knowing it to be false, or who- 
ever willfully overvalues any security for the purpose of obtaining for himself 
or for any applicant any loan, or extension thereof by renewal, deferment of ac- 
tion, or otherwise, or the acceptance, release, or substitution of security therefor, 
or for the purpose of influencing in any way the action of the Administration, or 
for the purpose of obtaining money, property, or anything of value, under this 
title, shall be punished by a fine of not more than $5,000 or by imprisonment for 
not more than two vears, or both. 

“(b) Whoever, being connected in any capacity with the Administration (1) 
embezzles, abstracts, purloins, or willfully misapplies any moneys, funds, se- 
curities, or other things of value, whether belonging to it or pledged or otherwise 
entrusted to it, or (2) with intent to defraud the Administration or any other 
hody politic or corporate, or any individual, or to deceive any officer, auditor, or 
examiner of the Administration, makes any false entry in any book, report, or 
statement of or to the Administration, or, without being duly authorized, draws 
any order or issues, puts forth, or assigns any note, debenture, bond, or other 
obligation, or draft, bill of exchange, mortgage, judgment, or decree thereof, or 
(3) with intent to defraud participates, shares, receives directly or indirectly any 
money, profit, property, or benefit through any transaction, loan, commission, 
contract, or any other act of the Administration, or (4) gives any unauthorized 
information concerning any future action or plan of the Administration which 
might affect the value of securities, or, having such knowledge, invests or specu- 
lates, directly or indirectly, in the securities or property of any company or 
corporation receiving loans or other assistance from the Administration shall be 
punished by a fine of not more than $10,000 or by imprisonment for not more 
than five years, or both, 

“Sec. 217. The Administration shall not duplicate the work or activity of any 
other department or agency of the Federal Government and nothing contained 
in this Act shall be construed to authorize any such duplication unless such work 
or activity is expressly provided for in this Act. 

“Sec, 218. If any provision of this Act, or the application thereof to any person 
or circumstances, is held invalid, the remainder of this Act, and the application 
of such provision to other persons or circumstances, shall not be affected thereby.” 
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[S. 1992, 85th Cong., 1st sess.] 


A BILL To amend section 24 of the Federal Reserve Act 


Be it enacted by the Senate and House of Representaives of the United States 
of America in Congress assembled, That section 24 of the Federal Reserve Act, as 
amended, is hereby amended by adding the following new sentence after the 
fourth sentence thereof: “Loans made to borrowers in which the Small Business 
Administration cooperates or purchases a participation under its authority to 
make disaster loans contained in the Small Business Act of 1953, as amended, 
shall not be subject to the restrictions or limitations of this section imposed 
upon loans secured by real estate.” 


[S. 2160, 85th Cong., 1st sess. ] 


A BILL To make capital more readily available for financing small business and thus to 
promote, foster, and develop the domestic and foreign commerce of the United States, 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 


TITLE 


Section 1. This Act may be cited as the “National Investment Company Act 
of 1957.” 
DECLARATION OF POLICY 


Sec. 2. It is the policy of the Congress— 

(a) to foster the development and growth of independent small-business 
enterprises with the objective of enabling them to make their maximum con- 
tribution to productive investment and employment and to the economic 
stability and growth of the Nation; 

(b) to make capital for such enterprises more readily available in ade- 
quate amounts and on reasonable terms, 

(c) to facilitate maximum participation of private financial institutions 
and investors in financing these enterprises ; and 

(d) to supplement the existing facilities of banks and other private finan- 
cial institutions by providing for the establishment of privately owned na- 
tional investment companies. 


TITLE I—NATIONAL INVESTMENT COMPANIES 
ORGANIZATION OF NATIONAL INVESTMENT COMPANIES 


Sec. 101. (a) National investment companies may be formed for the purpose 
of operating under this Act by any number of persons not less than five, who 
shall subscribe to the articles of incorporation of any such company: except that 
in the case of any company in whose stock one or more Federal Reserve banks 
invest, the Federal Reserve bank or banks may alone subscribe to the articles 
of incorporation. The total number of national investment companies formed 
by Federal Reserve banks pursuant thereto shall not exceed one in each of the 
several States, the District of Columbia, the several Territories and the several 
possessions of the United States, and the Commonwealth of Puerto Rico 

(b) The articles of incorporation of any national investment company shall 
specify in general terms the objects for which the company is formed, the name 
assumed by such company, the area or areas where its operations are to be 
carried on, the place where its principal office is to be located, and the amount 
and classes of its shares of capital stock: and the articles may contain any other 
provisions not inconsistent with this Act that the company may see fit to adopt 
for the regulation of its business and the conduct of its affairs, including pro- 
vision for cumulative voting in election of directors. Such articles and any 
amendments thereto adopted from time to time shall be subject to the approval 
of the Board of Governors of the Federal Reserve System (hereinafter called 
the “Board’’). 

(c) The articles of incorporation and amendments thereto shall be forwarded 
to the Board for consideration and approval or disapproval. In determining 
whether to approve the establishment of such a company and its proposed articles 
of incorporation, the Board shall give due regard, among other things, to the 
need for the financing of independent small-business enterprises in the area in 
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which the proposed company is to commence business, the general character of 
the proposed management of the company, the number of such companies pre- 
viously organized in the United States, and the volume of their operations. 
After consideration of all relevant factors, the Board may in its diseretion ap- 
prove the articles of incorporation and issue a permit to begin business. 

(d) Upon issuance of such permit, the company shall become and be a body 
corporate, and as such, and in the name designated in its articles, shall have 
powe eas 

(1) to adopt and use a corporate seal ; 

2) to have succession for a period of thirty years, unless extended as 
provided in section 110 (g), or unless sooner dissolved by the act of the 
shareholders owning two-thirds of the stock or by an Act of Congress, or 
unless its franchise becomes forfeited by some violation of law or regula- 
tion issued hereunder ; 

(3) to make contracts ; 

(4) to sue and be sued, complain, and defend in any court of law or 
equity ; 

(5) by its board of directors, to appoint such officers and employees as 
may be deemed proper, define their authority and duties, fix their compen- 
sation, require bonds of such of them as it deems advisable and fix the 
penalty thereof, dismiss such officers or employees, or any thereof, at pleas- 
ure and appoint others to fill their places ; 

(6) to adopt bylaws regulating the manner in which its stock shall be 
transferred, its officers and employees appointed, its property transferred, 
and the privileges granted to it by law exercised and enjoyed ; 

(7) to establish branch offices or agencies subject to the approval of the 
Board; 

(8) to acquire, hold, operate, and dispose of any property (real, personal, 
or mixed) whenever necessary or appropriate to the carrying out of its law- 
ful functions ; 

(9) to act as depository or fiscal agent of the United States when so 
designated by the Secretary of the Treasury ; 

(10) to operate in such area or areas as may be specified in its articles 
of incorporation and approved by the Board ; and 

(11) to exercise the other powers set forth in this Act and such incidental 
powers aS may be reasonably necessary to carry on the business for which 
the company is established. 

(e) The board of directors of each national investment company shall consist 
of nine members all of whom shall be elected annually by the holders of the 
shares of stock of the company. 


CONVERSION OF STATE DEVELOPMENT CORPORATIONS 


Sec. 102. (a) Any State development corporation incorporated by special law 
of any State or organized under the general laws of any State may, by the vote 
of the shareholders owning not less than 51 percent of the capital stock of such 
corporation, with the approval of the Board, be converted into a national invest- 
ment company under this Act. For a period of six months following enactment 
of this Act, or for such longer period as the Board may determine, no Federal 
Reserve bank or banks shall form a national investment company, except by 
such conversion, in any State, Territory, possession, the Commonwealth of Puerto 
Rico, or the District of Columbia in which a State development corporation is 
in being as of the date of enactment of this Act, unless such development 
corporation shall have stated in writing to the Board that such corporation does 
not intend to convert into a national investment company as herein provided. 

(b) In such case the articles of association and organization certificate may 
be executed by a majority of the directors of the corporation, and the certificate 
shall declare that the owners of 51 per centum of the capital stock have au- 
thorized the directors to make such certificate and to change or convert the 
corporation into a national investment company. A majority of the directors, 
after executing the articles of association and the organization certificate, 
shall have power to execute all other papers and to do whatever may be required 
to make its organization perfect and complete as a national investment company. 
The shares of any such corporation may continue to be for the same amount 
each as they were before the conversion, and the directors regardless of number, 
may continue to be directors of the corporation until the election of the board 
of directors is held in accordance with section 101 (e). 
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(c) When the Board has given to such corporation a certificate that the pro 
visions of this Act have been complied with, such corporation, and all its stock- 
holders, owners, and employees, shall have the same powers and privileges and 
shall be subject to the same duties, liabilities, and regulations, in all respects, 
as shall have been prescribed by this Act for corporations originally organized 
as national investment companies. 


CAPITAL-STOCK PROVISIONS 


Sec. 108. (a) Each company organized under this Act shall have a paid-in 
capital and surplus equal to at least $5,000,000 before it shall commence business. 
In order to facilitate the formation of national investment Companies, each 
Federal Reserve bank is hereby authorized, notwithstanding any other pro 
visions of law, to invest in the shares of stock of one or more such companies 
formed by any Federal Reserve bank under section 101 hereof, but with a view 
to the ultimate disposal of such stock to banks and other private investors as 
herein provided. Each Federal Reserve bank which forms a national invest 
ment company shall invest in shares of stock of such company in an amount 
equal to at least $5,000,000, or an amount which, when added to the amounts, 
if any, of shares subscribed by other Federal Reserve banks, member banks, 
nonmember banks, financial institutions, corporations, partnerships, or other 
persons, shall equal the sum of $5,000,000. In no event shall any Federal Re 
serve bank invest in shares of national investment companies if as a result 
thereof it will hold an amount of such shares aggregating more than 4 percent 
of the aggregate amount of the combined capital and surplus of all its member 
banks. 

(b) The shares of stock in any national investment Company shall be eligible 
for purchase by member banks of the Federal Reserve System, nonmember banks, 
financial institutions, corporations, partnerships, or other persons. Each mem 
ber bank is hereby authorized, notwithstanding any other provision of Federal 
law, to acquire and hold an amount of such shares equal to not more than 4 
percent of the capital and surplus of member bank. Upon the demand of any 
such eligible purchaser, a Federal Reserve bank which holds shares of stock 
in a national investment company shall, with the approval of the Board, includ 
ing approval as to price, sell to such eligible purchaser all or a portion of such 
share Ss. 

(c) The aggregate amount of shares in any such company or companies which 
may be owned or controlled by any stockholder, or by any group or class of 
stockholders, may be limited by the Board; and no one stockholder, other than a 
Federal Reserve bank, shall at any time, without the approval of the Board, own 
or control more than 10 percent of the total outstanding shares of any such 
company. 

BORROWING POWER 


Sec. 104. Each national investment company shall have authority to borrow 
money and to issue its debentures, bonds, promissory notes, or other obligations 
under such general conditions and subject to such limitations and regulations as 
the Board may prescribe. 

ELIGIBLE ENTERPRISES 


Sec. 105. The Board, after consultation with the Secretary of Commerce, shall 
promulgate standards to determine the eligibility of business enterprises for 
the purposes of this Act. In promulgating such standards, which may differ ac 
cording to the types of financing or other relevant factors, the Board shall give 
consideration to 

(a) the policies set forth in section 2; and 
(b) the extent to which such enterprises have reasonable access to 
facilities for credit and equity financing. 


LOANS AND INVESTMENTS 


Sec. 106. (a) Each national investment Company shall have authority to make 
or acquire loans with or without security to business enterprises which are 
eligible under this Act, or to purchase obligations of such enterprises. Such 
loans, purchases, or other acquisitions may be made either directly or in coopera- 
tion with banks or other lending institutions, through agreements to participate 
or by the purchase of participations, commitments to purchase, or otherwise, as 
the company may determine. 
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(b) Each national investment company shall have authority to acquire, and 
to resell to the issuer or to others, the income debentures or bonds, common or 
preferred stocks, or other capital shares of business enterprises eligible under this 
Act. 

AGGREGATE LIMITATIONS 


Sec. 107. Without the approval of the Board, the aggregate amount of obliga- 
tions and securities acquired and for which commitments may be issued by any 
national investment company under the provisions of this Act which exceed the 
sum Of $1,000,000 for any single enterprise shall not exceed 3314 percent of the 
combined capital and surplus and maximum indebtedness of such national in- 
vestment company authorized by this Act. 


EXEMPTIONS 


Sec. 108. (a) The loans of any national banking association which are re- 
quired by any national investment company, in the making of which such com- 
pany participates, or for any part of which a commitment to purchase is issued 
hereunder shall not be subject to the limitations on real-estate loans prescribed in 
section 24 of the Federal Reserve Act, as amended (12 U. S. C. 371). 

(b) Section 3 of the Securities Act of 1933, as amended (15 U. S. C. 77 CG), 
is hereby amended by inserting at the end thereof the following new subsec- 
tion (¢): 

“(c¢) The Commission may from time to time by its rules and regulations, and 
subject to such terms and conditions as may be prescribed therein, add to the 
securities exempted as provided in this section any class of securities issued by a 
national investment company under the National Investment Company Act of 
1957, if it finds, having regard to the purposes of that Act, that the enforcement 
of this Act with respect to such securities is not necessary in the public interest 
and for the protection of investors.” 

(c) Section 304 of the Trust Indenture Act of 19839 (15 U. S. C. 77 ddd) is 
hereby amended by adding the following subsection (e) : 

“(e) The Commission may from time to time by its rules and regulations, and 
subject to such terms and conditions as may be prescribed therein, add to the 
securities exempted as provided in this section any class of securities issued by a 
national investment company under the National Investment Company Act of 
1957, if it finds. having regard to the purposes of that Act, that the enforce- 
ment of this Act with respect to such securities is not necessary in the public 
interest and for the protection of investors.” 


rAX PROVISIONS 


Sec. 109% (a) Section 851 (a) (1) of the Internal Revenue Code of 1954 is 
amended by inserting before the word “registered” the following: “chartered 
under the National Investment Company Act of 1957 as a national investment 
company oris”. 

(b) Section S51 (b) (2) of the Internal Revenue Code of 1954 is amended 
by inserting immediately after the words “90 percent” the following: “(75 per- 
cent in the case of a national investment company chartered under the National 
Investment Company Act of 1957)”. 

(¢) Seetion 851 of the Internal Revenue Code of 1954 is amended by adding at 
the end thereof a new subsection as follows: 

“(f) EXEMPTION OF NATIONAL INVESTMENT COMPANIES FROM LIMITATIONS OI 
SUBSECTI (by) (4) If the Board of Governors of the Federal Reserve System 
letermines that it is necessary and appropriate to accomplishment of the pur 
poses of the National Investment Company Act of 1957 that any national invest- 
ment company chartered under such Act be exempt from the requirements of 
this subsection (b) (4), it shall certify such determination to the Secretary or 
his delegate and, in such event, the limitations prescribed in subsection (b) (4) 
shall not apply to such national investment company.” 

(d) (1) Section S52 (a) of the Internal Revenue Code of 1954 is amended 
by adding at the end thereof the following: “The investment company taxable 
income of a regulated investment company which is a national investment com 
pany chartered under the National Investment Company Act of 1957 shall, for 
purposes of paragraph (1), be increased by the amounts described in subsection 
(d) (3) (1D) and decreased by the amounts described in subsection (d) (5) (B).” 
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(2) Section 852 of the Internal Revenue Code of 1954 is amended by adding 
at the end thereof a new subsection as follows: 
“(d) NATIONAL INVESTMENT COMPANY RESERVE.— 

“(1) RESERVE GENERALLY.—A regulated investment company which is a 
national investment company chartered under the National Investment 
Company Act of 1957 may, under regulations prescribed by the Secretary 
or his delegate establish and maintain a reserve subject to the limitations 
provided in this subsection. 

(2) LIMITATION ON RESERVE.—The amount of the reserve shall not at any 
time exceed the lesser of 

“(A) 50 percent of the invested capital of the company as defined in 
paragraph (7), or 

“(B) the accumulated earnings and profits determined as of the close 
of the taxable year. 

“(3) CHARGES TO RESERVE.—The reserve shall be charged as of the end of 
the taxable year (whether or not such charge produces a minus amount in 
the reserve) with the following: 

(A) the net capital loss for the taxable year (as defined in section 
1222 (10) ); 

“(B) the net operating loss for the taxable year (as defined in sec 

tion 172 (c)); 

“(C) the Federal income taxes attributable to the amount added to 
the reserve under paragraph (5); and 

“(D) such amount as may be necessary by reason of the limitation 
provided in paragraph (2). 

(4) MANDATORY ADDITIONS TO THE RESERVE.—There shall be added to the 
reserve as of the close of the taxable year the following: 

“(A) an amount equal to the excess of the net capital gain for the 
taxable year computed without regard to section 1212 (relating to capita! 
loss carry-over) over the net capital gain for the taxable years; and 

“(B) an amount equal to the excess of the taxable income for the tax 
able year computed without regard to section 172 (relating to the net 
operating loss deduction) over the taxable income for the taxable vear. 

(5) DISCRETIONARY ADDITION TO THE RESERVE.—In any year in which an 
amount (other than the amount described in paragraph (4)) is added to 
the reserve; the company shall, in the computation of its investment com 
pany taxable income be allowed 

“(A) a deduction equal to such amount of the addition to the reserve 
as does not cause the aggregate amount of the reserve (including such 
addition) to exceed 20 percent of the invested capital of the company 
as defined in paragraph (7) ; and 

“(B) the dividends received credit provided in section 248 but such 
credit shall not exceed 85 percent of the portion of amounts added to the 
reserve under this subparagraph which is not deductible from invest 
ment company taxable income under subparagraph (A). 

(6) REDUCTION OF TERMINATION OF RESERVE.—In the event of a reduc 
tion or termination of the reserve in connection with a partial or complete 
liquidation of the company (or of any company to which the reserve has 
been transferred in an exchange upon which gain was not recognized by 
reason of any provision of this subtitle) the gain realized by a stockholder 
upon any such liquidation shall, to the extent of the pro rata share of the 
reserve, be considered as a gain from the sale or exchange of property held 
for less than six months. 

(7) INVESTED CAPITAL.—For purposes of paragraph (2), the term 
vested capital’ means the sum, determined as of the close of the taxable 
year, of- 

“(A) the amount of money or property (included in an amount equal 
to its unadjusted basis without regard to the value of the property as 
of March 1, 1913, except that if such basis is a substituted basis, it shall 
be adjusted, with respect to the period before the property was paid in 
by an amount equal to adjustments proper under section 812 (f) for 
determining earnings and profits) previously paid in for stock, or as 
paid-in surplus or as a contribution to capital, reduced by the amount 
of distributions not out of earnings and profits in the year of distribu 
tion and not out of accumulated earnings and profits: and 
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“(B) the amount of the outstanding indebtedness (not including in- 
terest) of the company which is evidenced by a bond, note, bill of ex- 
change, debenture, certificate of indebtedness, mortgage, or deed of 
trust, except that indebtedness not represented by a bond or debenture 
shall not be included in excess of an amount equal to the average daily 
amount of indebtedness not so represented which was outstanding dur- 
ing the taxable year.” 

(e) Each national investment company established under this Act, including 
its franchise, capital, reserves, and surplus, its income, its real property, its 
tangible and intangible personal property, its obligations (both as in principal 
and income derived therefrom), shall be subject to taxation, in the same manner 
and to the same extent as a State-chartered institution of similar character by 
any State, county, municipality, or local taxing authority or by any Territory, 
dependency, or possession of the United States; and its real property shall be 
subject to special assessments for local improvements. 


MISCELLANEOUS 


Sec. 110. (a) Wherever practicable the operations of a national investment 
company shall be undertaken in cooperation with banks or other financial in- 
stitutions, and any servicing or initial investigation required for loans or acquisi- 
tions of securities by the company under the provisions of this Act may be handled 
through such banks or other financial institutions on a fee basis. 

(b) Each national investment company may make use, wherever practicable, 
of the advisory services of the Federal Reserve System and of the Department 
of Commerce which are available for and useful to industrial and commercial 
businesses, and may provide consulting and advisory services on a fee basis and 
have on its staff persons competent to provide such services. Subject to the 
supervision and direction of the Board, any Federal Reserve bank is authorized 
to act as a depository of fiscal agent for any company organized under this Act. 
Such companies may invest funds not reasonably needed for their current opera- 
tions in direct obligations of, or obligations guaranteed as to principal and in- 
terest by the United States. 

(c) The Board is authorized to prescribe regulations governing the opera- 
tions of national investment Companies and to carry out the provisions of this 
Act in accordance with the purposes of this Act. Each national investment 
company shall be subject to examinations made by direction of the Board by 
examiners selected or approved by the Board, and the cost of such examinations, 
including the compensation of the examiners, may in the discretion of the Board 
be assessed against the company examined and when so assessed shall be paid 
by such company. Every such company shall make such reports to the Board 
at such times and in such form as the Board may require. 

(d) The Secretary of Commerce is authorized to advise and assist in promoting 
national investment companies. 

(e) Should any national investment company violate or fail to comply with 
any of the provisions of this Act or of regulations prescribed hereunder, all of 
its rights, privileges, and franchises derived herefrom may thereby be forfeited. 
Before any such company shall be declared dissolved, or its rights, privileges, and 
franchises forfeited, any noncompliance with or violation of this Act shall, 
however, be determined and adjudged by a court of the United States of compe- 
tent jurisdiction in a suit brought for that purpose in the district or territory 
in which the principal office of such company is located, which suit shall be 
brought by the United States at the instance of the Board or the Attorney Gen- 
eral, 

(f) Whenever in the judgment of the Board any person has engaged or is about 
to engage in any acts or practices which constitute or will constitute a violation 
of any provision of this Act or of any regulation thereunder, the Board may 
make application to the proper district court of the United States, or the United 
States courts of any Territory or other place subject to the jurisdiction of the 
United States, for an order enjoining such acts or practices, or for an order 
enforcing compliance with such provision, and such courts shall have jurisdiction 
of such actions and upon a showing by the Board that such person has engaged 
or is about to engage in any such acts or practices a permanent or temporary 
injunction, restraining order, or other order shall be granted without bond. 

(g) Any national investment company may at any time within the two years 
next previous to the date of the expiration of its corporate existence, by a vote 
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of the shareholders owning two-thirds of its stock, apply to the Board for ap- 
proval to extend the period of its corporate existence for a term of not more 
than thirty years, and upon approval of the Board as provided in section 101 
hereof such company shall have its corporate existence extended for such period 
unless sooner dissolved by the act of the shareholders owning two-thirds of its 
stock, or by an Act of Congress or unless its franchise becomes forfeited as herein 
provided. 

(h) Nothing in this Act or in any other provision of law shall be deemed 
to impose any liability on the United States or in any Federal Reserve bank 
with respect to any obligations entered into, or stocks issued, or commitments 
made, by any company organized under this Act. 


TITLE II—CHANGES IN FEDERAL RESERVE AUTHORITY 
REPEAL OF SECTION 13B OF THE FEDERAL RESERVE AC'I 


Sec. 201. Effective one year after the date of enactment of this Act, section 13b 
of the Federal Reserve Act (12 U.S. C. 352a) is hereby repealed; but such re 
peal shall not affect the power of any Federal Reserve bank to carry out, or 
protect its interest under, under agreement theretofore made or transaction en- 
tered into in carrying on operations under that section, 


RETURN OF FUNDS TO TREASURY 


Sec. 202. (a) Within sixty days after the enactment of this Act, each Federal 
Reserve bank shall pay to the United States the aggregate amount which the 
Secretary of the Treasury has heretofore paid to such bank under the provisions 
of section 13b of the Federal Reserve Act: and such payment shall constitute 
a full discharge of any obligation or liability of the Federal bank to the United 
States or to the Secretary of the Treasury arising out of subsection (e) of said 
section 13b or out of any agreement thereunder. 

(b) The amounts repaid to the United States pursuant to section 202, and any 
remaining balance of the funds set aside in the Treasury for payments under sec 
tion 13b of the Federal Reserve Act shall be covered into miscellaneous receipts 


AUTHORITY TO SELL ASSETS TO NATIONAL INVESTMENT COMPANIES 


Sec. 208. Any national investment company organized under this Act may pur 
chase from any Federal Reserve bank, and any Federal Reserve bank is au 
thorized to sell to any such company, at such reasonable price ass may be agreed 
upon, any or all of the assets heretofore or hereafter acquired by such Reserve 
bank under the provisions of section 18b of the Federal Reserve Act 


TITLE ITI—MISCELLANEOUS PROVISIONS 
PENALTIES 


Sec. 301. Title 18, United States Code, section 1014, is amended by inserting 
the phrase “a national investment company organized under the National In- 
vestment Company Act of 1957,” after the words “National farm loan associa- 
tion,”’. 

GEOGRAPHIC APPLICABILITY 


Sec. 302. The authority provided in this Act shall be applicable in the United 
States, including the District of Columbia and the Territories and possessions. 


RIGHT TO AMEND THIS AC! 


Sec. 303. The right to amend, alter, or repeal this Act is hereby expressly 
reserved. 


[S. 2184, 85th Cong., Ist sess. | 


A BILL To amend the Small Business Act of 1953 to direct the Small Business Administra 
tion to make extensive, comprehensive, and continuing studies of certain problems of 
small business and to file semiannual reports on the results of such studies 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Small Business Act of 19538, as 
amended, is hereby amended by adding the following new section: 
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“226. (a) The Administration is directed to make extensive, comprehensive, 
and continuing studies to accomplish the following aims: (1) to identify and 
define the principal problems which affect or may affect the growth, stability, 
and competitive strength of the small business segment of the economy, (2) to 
identify both the strengths and weaknesses inherent in small business concerns, 
(3) to identify the fields of endeavor in which small business is best equipped to 
compete and prosper, (4) to gather information which can be used by small busi- 
ness to improve its competitive strength and to expand its contribution to the 
national economy, and (5) such other objects as the Administrator may deem 
desirable in the interests of small business. In making such studies the Adminis- 
tration shall distinguish and give separate consideration to the problems of small 
business concerns engaged in the manufacturing or distributive or service trades. 
The Administration also shall give consideration to, among others, the effect on 
such small business concerns of inflation and deflation, availability of credit, 
availability of materials and supplies, cost factors, labor problems, management 
and personnel problems, the development of new manufacturing techniques and 
equipment, the development of new merchandising methods, research and develop- 
ment problems, automation, nationwide distribution, advertising, atomic develop- 
ment, foreign competition, Government regulation including the activities of 
regulatory agencies, taxes, and any other factors which may affect the competitive 
strength and growth of small business. 

“(b) In making such studies the Administration is authorized and directed: 
(1) to utilize on a reimbursable basis the information, services, and facilities of 
any Government agency, and (2) to employ by contract private persons and 
organizations to conduct appropriate studies, perform research or direct programs 
determined by the Administration to be necessary and appropriate under sub- 
section (a) of this section, 

“(c¢) The Administration shall make a report on December 31 and June 30 of 
each year to the President, the President of the Senate, and the Speaker of the 
House of Representatives on the activities conducted by the Administration under 
this section. Such report shall include a description of studies undertaken by 
the Administration pursuant to this section, a detailed description of the results 
of such studies as they are available, a statement of future programs and studies 
planned by the Administration and such other information, comments, and 
recommendations as the Administrator may deem appropriate.” 


IS. 2185. Sith Cong., Ist sess 
A BILE To amend the Small Business Act of 1953 to authorize the Small Business Admin 
istration to make loans to local private nonprofit organizations formed to assist, develop, 
and expand the economy of the area 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 207 of the Small Business Act of 
1958, as amended, is hereby amended by adding the following new subsection: 

“(¢) The Administration is empowered to make loans (either directly or in ¢o- 
operation with banks or other lending institutions through agreements to partici- 
pate on an immediate or deferred basis) to local private nonprofit organizations 
(including industrial foundations, development credit corporations or similar 
groups) formed to assist, develop, an expand the economy of the area: Provided, 
however, That all such loans shall be of such sound value or so secured as reason- 
ably to assure repayment: And provided further, That no such loans including re- 
newals and extensions thereof may be made for a period or periods exceeding 
twenty vears.” 


S. 2286, S5Sth Cong., Ist sesa 
\ BILL To assist State programs for small business, and for other purposes 


Be it enacted bu the Senate and House of Re presciutatives of the United States 
of America in Congress assembled, That section 207 of the Small Business Act of 
1953, as amended, is hereby amended by adding the following new subsections: 

“(¢) The Administration is empowered to purchase investment securities is 
sued by State chartered development credit or finance corporations formed to 
assist, develop, and expand the economy of a State. The Administration shall 
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not purchase investment securities in an amount in excess of the amount of such 
securities which are held by purchasers other than the Administration, but in 
no event shall the Administration purchase more than $5,000,000 of investment 
securities in any one State. Investment securities purchased by the Administra- 
tion shall bear interest at a rate not less than the total of one-quarter of 1 per 
centum per annum added to the rate of interest paid by the Administration on 
funds obtained from the Secretary of the Treasury as provided in subsection (d) 
of this section, and shall have maturity dates of twenty years or less. The term 
‘investment securities’ as used in this subsection shall mean obligations evi- 
dencing the indebtedness of any State chartered development credit or finance cor- 
poration in the form of bonds, notes, and/or debentures as may be further defined 
by regulations of the Administration. 

“(d) In order to finance activities under subsection (¢) of this section, the 
Administration is authorized and empowered to issue to the Secretary of the 
Treasury, from time to time and to have outstanding at any one time, notes 
and other obligations in an amount not exceeding $27,500,000, Such obligations 
shall be in such forms and denominations, have such maturities and be subject to 
such terms and conditions as may be prescribed by the Administration, with the 
approval of the Secretary of the Treasury. Such notes or other obligations shall 
bear interest at a rate determined by the Secretary of the Treasury, taking into 
consideration the current average rate on outstanding marketable obligations of 
the United States of comparable maturities as of the last day of the mouth pre- 
ceding the issuance of such notes or other obligations. The Secretary of the 
Treasury is authorized and directed to purchase any notes and other obligations 
of the Administration to be issued hereunder, and for such purpose the Secretary 
of the Treasury is authorized to use as a public debt transaction the proceeds 
from the sale of any securities issued under the Second Liberty Bond Act, as 
amended, and the purposes for which securities may be issued under such Act, 
as amended, are extended to include any purchases of such notes and obligations. 
The Secretary of the Treasury may at any time sell any of the notes or other 
obligations acquired by him under this section. All redemptions, purchases, and 
sales by the Secretary of the Treasury of such notes or other obligations shall 
be treated as public debt transactions of the United States. Funds borrowed un- 
der this section and any proceeds shall constitute a revolving fund which may be 
used by the Aministration in the exercise of its functions under subsection (¢) 
of this section.” 

Sec. 2. Effective one year after the date of enactment of this Act, section 13b 
of the Federal Reserve Act (12 U. 8. C. 352a) is hereby repealed ; but such repeal 
shall not affect the power of any Federal Reserve bank to carry out, or protect 
its interest under, any agreement theretofore made or transaction entered into 
in carrying on operations under that section. Within sixty days after the enact- 
ment of this Act, each Federal Reserve bank shall pay to the United States the 
aggregate amount which the Secretary of the Treasury has heretofore paid to 
such bank under the provisions of section 13b of the Federal Reserve Act; and 
such payment shall constitute a full discharge of any obligation or liability of 
the Federal bank to the United States or to the Secretary of the Treasury arising 
out of subsection (e) of said section 13b or out of any agreement thereunder. 
The amounts repaid to the United States pursuant to this section and any remain- 
ing balance of the funds set aside in the Treasury for payments under section 
3b of the Federal Reserve Act shall be covered into miscellaneous receipts. 

Sec. 3. Subsection (b) of section 207 of the Small Business Act of 1953, as 
amended, is amended by adding the following new subparagraph : 

“(6) to make grants to any State government, or any agency thereof, State 
chartered development credit or finance corporations, land-grant colleges and 
lniversities, and colleges and schools of business, engineering, commerce, or 
agriculture for studies, research, and counseling concerning the managing, financ- 
ing, and operation of small business enterprises and technical and statistical in 
formation necessary thereto in order to carry out the purposes of subparagraph 
t of this section by coordinating such information with existing information 
facilities within the State and by making such information available to State 
and local agencies. Only one such grant shall be made within any one State in 
any one year, and no such grant shall exceed an aggregate amount of $40,000. 
Not to exceed $2,000,000 annually shall be made available from the revolving 
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fund provided in section 204 (b) of this Act for the purposes of this subpara 
graph.” 


(The departmental reports referred to follow :) 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., June 4, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR SENATOR FULBRIGHT: Further reference is made to your letters of Jan- 
uary 14, 1957, requesting the comments of this agency on 8. 55, S. 246, and 8. 300, 
all bills “to give the Small Business Administration permanent status.” 

The Small Business Act which authorizes the establishment of the Small Busi- 
ness Administration was passed by the Congress in 1953. The original legisla- 
tion provided that all authority under the act would terminate June 30, 1955. In 
that year, Congress amended and extended the act to July 31, 1957, at which 
time this law will terminate. 

Experience under such temporary legislation has revealed a number of diffi- 
culties which seriously hamper the efficient operation of the Small Business Ad- 
ministration. These liabilities do not appear to be balanced by the advantages, 
if any, of a termination date. This is particularly true since the agency may at 
any time be terminated by Congress if it so desires. 

It appears, for example, that some business organizations and Government 
agencies tend to regard SBA programs as temporary expedients. As the expira- 
tion date of the Small Business Act approaches, we believe some banks hesitate 
to join with the agency in participation loans. This hestitation may be based 
on the fear, among others, that a bank committed to a long-term loan will incur 
unanticipated expenses arising out of the shift of responsibilities from SBA toa 
successor agency. Government agencies, too, may be reluctant to embark on 
longer range programs with SBA because they may find themselves burdened 
with additional duties which they are not prepared to assume if SBA should be 
terminated. 

A short-range temporary agency encounters personnel problems which can be 
alleviated by longer tenure. The demand for SBA loans has almost doubled 
within the past year and it is anticipated that this sharp increase will continue 
into the future. It has been difficult to obtain a sufficient number of qualified 
financial specialists to carry forward the Agency’s financial assistance program, 
If one trained employee is lost today, he may be replaced only with extreme dif- 
ficulty because such employees are not attracted to a Government agency oper- 
ating under a termination date effective in the near future. For the same reason 
there is no incentive for longer range training programs to increase the efficiency 
of the agency. SBA would benefit from a policy of temporary transfer of em- 
ployees between regions in order to exchange ideas and develop better techniques ; 
but the expenses and inconveniences of such job rotation do not appear to be 
justified for a short-range program. 

It is clear that the Small Business Administration will have important and 
continuing responsibilities in any defense program. However, integration of 
the Small Business Administration into national defense planning is made diffi- 
cult because of the temporary nature of the agency. And finally, experience has 
indicated that better relations with the business world can be established if it 
is clear that the Administration’s small business program is a continuing one. 

S. 1789, a bill to further amend the Small Business Act of 1953, introduced by 
Senator Thye and others, has been referred to your committee for consideration. 
This bill establishes the Small Business Administration as a permanent agency 
and materially strengthens the present Small Business Act. I recommend, there- 
fore, that your committee give favorable consideration to the enactment of 
S. 1789. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, 
WENDELL B. BARNES, Administrator. 








42 CREDIT NEEDS OF SMALL BUSINESS 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D.C., June 18, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR SENATOR FULBRIGHT: This is in further reply to your letter of January 24, 
1957, requesting my views and comments on 8S. 244, a bill to authorize loans by 
the Small Business Administration to alleviate unemployment in areas of sub 
stantial labor surplus. 

S. 244 would enlarge the present authority of the Small Business Administra 
tion to make disaster loans and would authorize such loans in those areas which 
the Secretary of Labor determines to be an area of substantial labor surplus 
The financial assistance program contemplated in S. 244 in general is similar 
to that proposed in 8. 1433, the Area Assistance Act. However, S. 1433 is an in 
tegrated program designed to deal with the problems of persistent unemploy 
ment by utilizing the resources of several Government agencies. This approach 
would be more effective in meeting the needs of the surplus labor areas referred 
to in S. 244; therefore, 8S. 1433 is recommended over 8. 244. 

For the foregoing reason, I do not favor the enactment of S. 244 

The Bureau of the Budget has no objection to the submission of this report 

Sincerely yours, 
WENDELL B. BARNES, Adn strato) 


SMALL BUSINESS ADMINISTRATION 
OFFICE OF THE ADMINISTRATO 
Washington, D.C... June 17. 195 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR SENATOR FULBRIGHT: Further reference is made to vour letter of January 
15, 1957, requesting the comments of this agency on S. 545, a bill relating to the 
Loan Policy Board of the Small Business Administration. 

S. 545 would amend the Small Business Act of 1953, as amended, by deleting 
section 204 (d) and thereby abolishing the Loan Poliey Board of the Small 
Business Administration. This Board is composed of the Administrator, Small 
Business Administration, who serves as Chairman, the Secretary of the Treasury 
and the Secretary of Commerce, or their designees. The Board is charged with 
the responsibility for establishing general policies, particularly with reference 
to the public interest, which govern the overall operation of the Small Business 
Administration’s financial assistance program. 


The Loan Policy Board performs an essential function for SBA by establishing 
policies which assist the Small Business Administration to meet the credit needs 
of small concerns. In addition, the Board provides a means for coordinating this 
agency’s lending policies with those of other Government departments The 
Board does not supervise the administrative activities of the Small Business 


Administration nor does it take any part in its management. The Board fun 
tions only in developing the overall lending policy of the agency. 

The Small Business Administration in lending public moneys must be guided by 
considerations of the public interest. The determination of what constitutes the 
public interest can best be made by the collective judgment of Government rep 
resentatives who have substantial responsibilities in the business and fiscal affairs 
of the Nation. I have found the Loan Policy Board to be of immessurable assist 
ance in the administration of SBA’s lending program. Its deliberat ‘ 
tions have been marked by a spirit of cooperation and harmony I, therefore, do 


ms and a 


not recommend any legislative changes in the Small Business Act which would 
eliminate the present Loan Policy Board. 

S. 1789, a bill further to amend the Small Business Act of 1953, introduced 
by Senator Thye and others, has been referred to your committee for considera 
tion. This bill establishes the Small Business Administration as a permanent 
ageney, materially strengthens the present Small Business Act, and retains the 
Loan Policy Board. I recommend that your committee give favorable nsidera 
tion to the enactment of S. 1789. 

The Bureau of the Budget has no objection to the submission of t1 report 


B 
Sincerely yours, 
WENDELL B. BARNES, Adiministrato 
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SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 


Washington, D. C., April 19, 1957. 
Hon. J. W. FULBRIGHT, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

DEAR SENATOR FULBRIGHT: Further reference is made to your letter of Janu- 
ary 25, 1957, in which you request our views on 8, 719. 

The bill proposes to make capital available to small business through the estab- 
lishment of national investment companies under the supervision of the Federal 
Reserve Board, and with the participation of such Federal Reserve banks as 
may desire to join in this program. 

This agency is aware that our present credit program does not answer the 
need of small business for venture capital. However, there does not presently 
exist any reliable information upon which to base an estimate of the extent of 
that need. We are of the opinion that a study should be made of the national 
credit structure as it affects small business to determine the extent of small 
business’s need for venture capital. S. 599, which is now under consideration 
by your committee, would provide the means for making such a study. This bill 
proposes the establishment of a National Monetary and Financial Commission to 
appraise the measure, performance, and adequacy of existing financial institu- 
tions, and also to determine if such institutions are meeting present and future 
needs of our growing economy. We believe that the information developed by 
this Commission will be of valuable assistance in the development of legislation 
such as S. 719. We, therefore, believe it advisable that action on S. 719 be de- 
ferred until the need for such a bill be accurately determined. 

We have noted that the success of the program contemplated by S. 719 is de- 
pendent upon action by the Federal Reserve Board. As you may know, section 
13 (b) of the Federal Reserve Act presently provides authority for the Federal 
Reserve banks to make direct loans to private businesses. However, relatively 
few loans have been made under this authority. In view of this past experience, 
we question whether there will be more activity under the authority contemplated 
in this bill. 

We also would like to draw attention to section 105 (b) which permits each 
national investment company “to acquire and resell to the issued or to others, 
the income debenture bonds, common or preferred stocks, or other capital shares 
of business enterprises eligible under this title.” Many small businesses are 
closely held corporations and are reluctant to admit other stockholders in the 
corporation, especially if there is a possibility of losing control of the corpora 
tion. This provision could, therefore, be a serious deterrent to many closely held 
corporations who might otherwise take advantage of the financing offered under 
S. 719. 

In view of the foregoing, we do not recommend the enactment of S. 719 at the 
present time. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, 
WENDELL B. BARNES, Administrator. 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., April 19, 1957. 

Re S. 720: To make credit more readily available for financing small business 

by insuring loans made to small business enterprises. 
Hon. J. W. FuLBRienrT, 

Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR SENATOR FuLBRicnt: Further reference is made to your letter of January 
23, 1957, requesting our comments on 8. 720. 

This bill proposes to make credit available to small businesses by establishing 
a system for insuring loans to qualified small firms. 

The Small Business Administration recognizes that its present financial as 
sistance programs may not answer all the needs for equity capital. We also 
know that information relating to the extent of the need for equity capital is 
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exceedingly limited. There does not presently exist any reliable source which 
this agency could utilize to ascertain the extent of that need. We believe, there- 
fore, that a study should be made to develop this information. Such a study 
has been proposed in S. 599, which is now under consideration by your com 
mittee. This bill proposes the establishment of a commission which will make 
such studies and investigations as it deems necessary to ascertain the nature, 
performance, and adequacy of existing financial institutions. It is our opinion 
that such a review of the financial structure of the nation will be of valuable 
assistance in the development of legislation such as S. 720. We believe, there- 
fore, that action on 8. 720 should be deferred until the proposed study has been 
completed and the need for the bill more accurately established. 

We have noted that section 103 of S. 720 provides that a loan extended by an 
approved lender would be insured up to the lesser of 90 percent of the unpaid 
balance of the loan or the lender’s insurance reserve. The insurance reserve is 
computed at 10 percent of the total amount of the loans made by each lender. 
The establishment of an adequate insurance reserve would therefore necessitate 
the making of a large volume of loans by such approved lender before the in- 
surance reaches maximum coverage. For example, in order to provide 90 per 
cent insurance for a $150,000 loan, it would be necessary for the approved lender 
to make loans in the aggregate amount of $1,350,000. The resulting effect would 
be that smaller banks, which may not handle a large volume of loans, would tend 
to be precluded from participating in the program. 

We should also like to draw your attention to section 104 which requires the 
lender to pay an insurance premium rate which may be as high as 114 percent 
per annum of the principal amount of each loan. The insurance premium costs, 
coupled with the service costs of making loans as contrasted with the nominal 
return on small loans, may discourage a lender from making small loans. Con 
sequently, the needs of smaller enterprises may be ignored. Smaller enterprises 
may also be discouraged from participating in the program because of the diffi 
culty of repaying the loan within the 5-year maximum, especially when the loan 
is for the purpose of facilities expansion. 

We are of the opinion that the definition of a small business concern in sec 
tion 203 would be more complete if the period at the end of the section was de 
leted and “and as further defined in the Small Business Act of 1953, as amended” 
was inserted. 

In view of the foregoing, we do not recommend the enactment of this bill at 
the present time. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, 
WENDELL B. BARNES, Administrator. 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., June 17, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR SENATOR FULBRIGHT: This is in further reply to vour letter of May 9, 
1957, requesting my views and comments on 8S. 1992, a bill to amend section 24 
of the Federal Reserve Act. 

The first paragraph of section 24 permits national banking associations to make 
loans upon improved real estate, including residential properties, but it imposes 
the following conditions: 

1. The obligation evidencing the loan must be secured by a mortgage, trust 
deed, or other such instrument upon real estate. 

2. The real estate must be improved. 

5. The security must be a first lien. 

4. The bank may make the loan itself or may participate with others in the 
making of an original loan; it may purchase a real-estate loan in its entirety: 
and it also may purchase a portion of a real-estate loan if it thereby becomes 
the owner of the entire loan by the purchase. 

5. A real-estate loan may not be made or purchased if it will cause the bor 
rower’s total obligations to the bank to exceed the 10 percent limit of section 
5200, United States Revised Statutes, unless the excess is covered by an “un- 


conditional” commitment to purchase as provided by exception 10 of section 5200. 
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6. The aggregate of real-estate loans made or purchased by any bank may 
not exceed the unimpaired capital plus the unimpaired surplus of the bank of 
60 percent of its time and saving deposits at the time of making the loan, which- 
ever is the greater. 

7. Real-estate loans may be made payable on demand or for longer, but the 
loan must not be made for a period in excess of 20 years. 

8. The amount of the loan must not exceed 6624 percent of the appraised value 
of the property which secures it. 

9. The terms of the loan must require installment payments sufficient to amor- 
tize not less than 5 percent of the principal of the loan each year, except that if 
the payments include principal and interest and are in substantially equal, or 
diminishing, amounts, to be paid at regular, frequent intervals, the amortization 
need only average 5 percent per annum during the life of the loan (or over a 20- 
year period in the case of a demand loan). 

The third paragraph of said section 24 waives the above limitations and re- 
strictions (except 5 above) with respect to loans secured by real estate in which 
the Reconstruction Finance Corporation, the Housing and Home Finance Ad- 
ministrator, or the Small Business Administration cooperates or purchases a par- 
ticipation. This paragraph has been construed by the Comptroller of the Cur- 
rency as applying only to loans made to established industrial or commercial 
businesses. 

When a disaster of widespread nature occurs, all banks in the affected area 
are given the opportunity to participate in the SBA disaster loan participation 
agreement program. Under the program, SBA will enter into a participation 
agreement with any bank to purchase a deferred participation in any disaster 
loan provided certain requirements are met. Upon the execution of such an 
agreement by the bank, authority is provided it to operate under this program. 
The bank may simply notify this Administration on a prescribed form that it 
intends to include or has included a certain loan under said agreement. 

In previous disasters, SBA has found that in most disaster residential loans, 
the borrower is unable to provide a first lien as security for the loan. The sug- 
gested amendment to the Federal Reserve Act would remove the conditions con- 
tnined in section 24 in the case of residential disaster loans where the bank was 
participating with SBA, and thus permit national banking associations to render 
financial assistance in cooperation with SBA to borrowers who are unable to 
provide a first lien as security. 

For the foregoing reasons, I favor the enactment of S. 1992. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, 
WENDELL B. BARNES, Administrator. 


TREASURY DEPARTMENT, 
Washington, D. C., April 17, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

My Dear Mr. CuarnMAN: Reference is made to your requests for the views of 
this Department on S. 55, to repeal section 221 and amend certain other sec- 
tions of the Small Business Act of 1953 as amended, and S. 246 and S. 300, to 
give the Small Business Administration permanent status. 

The bills would repeal the termination date of the Small Business Act of 1953, 
thus making the Small Business Administration permanent. 

Should the Congress deem it advisable to make the Small Business Adminis- 
tration permanent, the Treasury Department would have no objection. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee. 

Very truly yours, 

W. RANDOLPH BURGESS, 
Acting Secretary of the Treasury. 
TREASURY DEPARTMENT, 

Washington, D. C., May 10, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

My Dear Mr. CuarrMAN: Reference is made to your requests for the views 

of this Department on S. 244, to authorize loans by the Small Business Adminis- 
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S. 964, 


tration to alleviate unemployment in areas of substantial labor surplus, 
to establish an effective program to alleviate conditions of substantial and per 
sistent unemployment and underemployment in certain economically depressed 
areas, and 8S. 1433, to assist areas to develop and maintain stable and diversified 
economies by a program of financial and technical assistance and otherwise, 
and for other purposes. 

The Department suggests that consideration be given by your committee to 
S. 14383, which incorporates the recommendations of the administration with 
respect to Federal assistance in areas of substantial and persistent unemploy 
ment, rather than 8S. 244 or 8S. 964. 

The Department has been advised by the Bureau of the Budget that there 
no objection to the submission of this report to your committee and that the 
enactment of 8S. 1483 would be in accord with the program of the P 


Very truly yours, 


is 
resident 


G. M. HUMPHREY, 
Secretary of the Treasury 


TREASURY DEPARTMENT. 
j ashinaton, J). oa ke hruaru 10, 1957 


Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on 8S. 545, to repeal section 204 (d) of the Small Business Act 
of 19538 relating to the Loan Policy Board of the Small Business Administration 

The bill would abolish the Loan Policy Board of the Small Business Adminis 
tration. 

The Department believes that the Loan Policy Board is desirable for two 
reasons: First, it gives the Administrator the benefit of advice and guidance 
in establishing loan policies, for which he would otherwise have the sole re 
sponsibility; second, it provides the means for assuring consistency of the 
lending activities of the Small Business Administration with the other credit 
and fiscal policies of the Government. Consequently, the Department is opposed 
to the enactment of the bill. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee 

Very truly yours, 
W. RANDOLPH BURGESS 
tcting Secretary of the Treasury 


TREASURY DEPARTMENT, 
Washington, D. C. April 12, 1957 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on S. 719, to make capital more readily available for financing 
small business and thus to promote, foster, and develop the domestic and foreign 
commerce of the United States, and for other purposes. 

The national investment companies authorized under this bill would consti 
tute major revisions of our financial institutional structure. Such revisions 
should only be sponsored by Government action after thorough and careful con 
sideration of the implications involved. 

The President has recommended to the Congress legislation to establish a 
National Financial and Monetary Commission. Among other tasks this Com 
mission is expected to review the adequacy of our existing financial institutions 
to satisfy the credit needs of a stable and growing economy. The proposal 
outlined in S. 719 would be an appropriate matter for the Commission's inquiry 
in this area. 

The committee may therefore wish to consider whether further action on 


S. 719 should be postponed until the Congress has made a decision regarding the 
establishment of a National Financial and Monetary Commission. 
The Department has been advised by the Bureau of the Budget that there is 


no objection to the submission of this report to yvour committee. 
Very truly yours, 
DAVID W. KENDA 
tcting Neeretary of the Treasury 
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TREASURY DEPARTMENT, 
Washington, D. C., May 16, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

My Deak Mr. CHAIRMAN: Reference is made to your requests for the views of 
this Department on S. 720, to make credit more readily available for financing 
small business by insuring loans made to small business enterprises, S. 1762, 
to further amend the Small Business Act of 1953, as amended, and S. 1789, to 
amend the Small Business Act of 1953 (title IL of Public Law 163, 88d Cong.), 
as amended. 

The Department suggests that consideration be given by your committee to 
S. 1789, which incorporates the recommendations of the administration with 
respect to amendmentS to the Small Business Act of 1953, rather than action 
on S. 720 or S. 1762. 

The Department has, however, a technical comment to make with respect to 
section 206 (b) of S. 1789. It is suggested that the fourth sentence of that see- 
tion, Which would provide for the payment of interest on the net amount of 
eash disbursements from the revolving fund for loans, be stricken from the sec- 
tion as it Was apparently included through inadvertence. The second and third 
sentences of section 206 (b) would provide for the payment of interest on 
amounts borrowed by the Small Business Administrator from the Treasury and 
would further provide that in calculating such interest, the principal amount 
of the notes shall be reduced by the amount of cash in the revolving fund. 
Thus, provision is already made in effect for payment of interest on the net 
amount of disbursements from the fund so that the fourth sentence of section 
206 (b) is an unnecessary duplication of the other preceding provisions. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
W. RANDOLPH BURGESS, 
icting Secretary of the Treasury. 


TREASURY DEPARTMENT, 
Washington, D. C., June 4, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 
My Drar Mr. CHAIRMAN: Reference is made to your letter of May 9, 1957, re- 
questing a report on S. 1992, to amend section 24 of the Federal Reserve Act. 
The proposed legislation would provide that loans made to borrowers in which 
the Small Business Administration cooperates or purchases a participation under 
its authority to make disaster loans, contained in the Small Business Act of 1953, 
as amended, shall not be subject to the restrictions or limitations of section 24 of 
the Federal Reserve Act imposed upon loans secured by real estate. 
This Department has no objection to the proposed amendment. 
The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to vour committee. 
Very truly yours, 
W. RANDOLPH BURGESS, 
icting Secretary of the Treasury. 


GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE 
Washington, D.C., May 15, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR Mr. CHAIRMAN: Reference is made to your request for the views of the 
Department of Defense on S. 1789, 85th Congress, a bill to amend the Small Busi- 
ness Act of 1958 (title II of Public Law 1638, 88d Cong.), as amended. 

S. 1789 would establish the Small Business Administration as a permanent 
agency of the Government. While the bill represents a rewriting of the Small 
Business Act of 1953, as amended, to incorporate certain technical changes, it 
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appears that it contains no major changes in the provisions of the present act 
other than to make the Small Business Administration a permanent agency. 

The Department of Defense is in agreement with the objectives of S. 1789 and, 
accordingly, interposes no objection to its enactment. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report to the Congress. 

Sincerely yours, 
RoBeRT DECHERT. 


THE SECRETARY OF COMMERCE, 
Washington, D. C., April 18, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

DEAR Mr. CHAIRMAN? This is in reply to your requests for the views of the 
Department of Commerce with respect to S. 55, S. 246, and S. 300, bills to give 
the Small Business Administration permanent status. 

The Department of Commerce interposes no objection to the extension of the 
Small Business Act of 1953, but it should be clearly understood that this attitude 
is based on the assumption that the functions of the Small Business Administra 
tion will continue to be circumscribed as they are at present. 

The Department is not in accord with the principle of having an agency out 
side the Department of Commerce to handle functions which in the interest of 
efficiency, economy, and sound administrative practice could be better handled by 
the Department consistent with its statutory duty to “foster, promote and de 
velop the foreign and domestic commerce” of the United States. 

Experience has provided the continuing need for the activities of a Small Busi 
ness Administration, however, and no objection would be taken to the enactment 
of this proposal. 

We are advised by the Bureau of the Budget that it would interpose no objec 
tion to the submission of this report to the committee. 

Sincerely yours, 
WALTER WILLIAMS, 
Acting Secretary of Commerce. 





THE SECRETARY OF COMMERCE, 
Washington, D. C., June 11, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

DEAR Mr. CHAIRMAN: This letter is in reply to your request of January 14, 
1957, for the views of the Department of Commerce, with respect to S. 244 a 
bill to authorize loans by the Small Business Administration to alleviate unem 
ployment in areas of substantial labor surplus. 

The Department of Commerce urges enactment of 8S. 1433, legislation pending 
before your committee to assist areas to develop and maintain stable and diver 
sified economics by a program of financial and technical assistance and otherwise 
to provide benefits for areas of labor surplus. Because of the specific program 
proposed by S. 1483 for such areas, the Department urges against enactment of 
S. 244. 

The President in his Economic Report of January 1956 stated that the fate of 
communities faced with the problem of substantial and persistent unemployment 
is a matter of national as well as local concern. He further stated that: 

“* * * At present, numerous private groups, as well as State and local agen- 
cies, are assisting communities troubled with serious unemployment in working 
out practical solutions. The Federal Government has also actively interested 
itself in the problem. As far as feasible, Government contracts are being placed 
with firms in labor surplus areas. An inducement has been given to the location 
of defense production facilities in such areas by allowing tax amortization bhen¢ 
fits beyond those granted elsewhere. Also, the Office of Area Development in 
the Department of Commerce has been enlarged, so that it could better serve 
local needs. Although these programs have proved helpful, experience demon 
strates that holder measures are needed. To this end, a new area assistance pr 
gram is recommended for aiding communities that have experienced persistent 
and substantial unemployment. 
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“The program is designed around four major principles. First, Federal assist- 
ance should aim at helping communities to help themselves. Major responsibility 
in planning and financing the economic redevelopment of their communities must 
remain with local citizens. Second, the program should aim at lasting improve- 
ment of job opportunities by the establishment or expansion of productive in- 
dustries. Projects that generate only temporary employment do not help a 
community solve its basic problems and may even worsen its perdicament. Third, 
Federal assistance should be contingent on the active participation of govern- 
mental authorities who are close to the troubled community; that is, the State 
or local government or a community-sponsored development or credit corporation 
must provide part of any financial assistance required for specific projects. 
Fourth, Federal aid must not be extended to a community if the proposed project 
will create unemployment in some other area.” 

Again in his Economic Report of January 1957 he recommended legislation based 
on these principles to assist these areas. S. 1433, as introduced, would provide 
for a program based on these principles. 

S. 244, on the other hand, while aimed at providing loans for such areas, does 
not provide other benefits such as technical assistance and grants for technical 
assistance which the Department believes to be necessary for a rounded out and 
effective program of assistance. Furthermore, the proposal lacks required condi- 
tions of performance and interest by the communities themselves which were so 
clearly laid down by the President as principles on which such a Federal program 
should be based. 

While we are keenly aware of the purpose of the Senators in preparing and 
introducing S. 244, to utilize an existing Federal lending agency by enlarging its 
powers to include loans to such areas and thus, in the most expeditious manner 
possible, arrange for financial assistance to areas of labor surplus, we believe 
that the program of Federal assistance to be enacted should offer more than 
loans. It should set forth a comprehensive program of assistance to such areas 
and reflect in a plenary way the above mentioned basic principles for legislation 
in this field, 

The Department, therefore, recommends against enactment of S. 244 and urges 
for your favorable action S. 1483, a legislative proposal which has been endorsed 
as being within the program of the President. : 

We are advised by the Bureau of the Budget that it would interpose no objec- 
tion to the submission of this report to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


THE SECRETARY OF COMMERCE, 
Washington, D. C., June 11, 1957. 
Hon. J. W. FurLsrient, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Mr. CrarMAN: This letter is in reply to your requests for views of the 
Department of Commerce with respect to S. 545, S. 720, S. 1762, and S. 1789, bills 
which would modify existing statutory authority of the Small Business Adminis- 
tration. 

The Department of Commerce favors enactment of S. 1789 and opposes favor- 
able action on 8. 545, S. 720, and 8S. 1762. 

The Small Business Act of 1953, as amended, which authorized the establish 
ment of the Small Business Administration will expire on July 31, 1957. Because 
of the recognized value of the programs of the SBA for the special benefit of 
small business, legislation should be enacted before that date to continue the 
life of that organization. S. 1789 would continue the organization indefinitely 
and would provide certain perfecting amendments which experience in admin- 
istering the small-business program has shown would be valuable. The Depart- 
ment of Commerce urges enactment of this bill as consistent with the program 
of the President to assist small business in this field. 

Although areas of differences which we have are small with respect to title I 
of S. 1762, to extend and perfect the Small Business Act of 1953, we do believe 
that there is an omission in this part of the measure and an included item which 
will not work out in the interests of small business, and we urge strongly against 
enactment of legislation which has these deficiencies. With respect to the de- 
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sirability of other provisions of title I of S. 1762, we would defer to the operating 
experience of the present Administrator for Small Business. 

The first of these items is the omission in 8. 1762 of present language provid- 
ing for the Loan Policy Board. Under the present law, the Board is comprised 
of the Administrator as Chairman, the Secretary of the Treasury, and the Secre- 
tary of Commerce. This Board provides policy guidance for the administra- 
tion of the loan activities. It does not pass on individual loans. By bringing to 
focus on the problems of the SBA the knowledge of the various bureaus of the 
Department of the Treasury concerning the financial affairs of our Nation and 
the knowledge of the various bureaus of the Department of Commerce concern. 
ing the commercial and industrial health and planning of our Nation, the SBA 
is ideally provided with the best possible organization to establish progressive, 
vital policy decisions. 

The Administrator has testified concerning the value of the Board in the 
development of policies to govern administration of the program. In this very 
controversial field of loans to small businesses where the pressures are so keen 
to help small businesses in every proper way, but also where criticism would be 
so devastating if loans were made which might be considered as wasteful or other- 
wise not in the public interest, a single policy official would find the job impos- 
sible of fulfillment. Only by development of policies to govern the grant of these 
loans jointly by persons knowledgeable in finance, commerce, and administration 
of the program, can the job be continued with the necessary confidence and ob- 
jectivity. The Loan Policy Board as presently manned should be maintained 
to provide necessary assistance in this field of policy formulation for the lending 
program of SBA. 

S. 545 has for its sole purpose the repeal of the provision in existing law 
providing for the Loan Policy Board. For reasons set forth above, the De- 
partment of Commerce opposes enactment of this legislation. 

Section 105 (a) (4) of S. 1762, would increase the maximum amount which 
could be loaned to a single borrower from $250,000 to $500,000. This increase 
would, in our opinion, take the program out of the realm of small business. Under 
present authority, in those rare instances where a loan in such an amount should 
be made for a small business, it could be worked out on a participatin basis with 
private lenders so that the liability of SBA would not be in excess of $250,000. We 
believe this is as far as the SBA should go in assisting a single borrower. 

Title II of S. 1762 and S. 720 would provide a program of insurance of loans 
for small businesses. This title is substantially the same as a similar proposal 
contained in the draft Small Business Act of 1950. At that time, there appeared 
to be a need for a device to encourage bankers to make more loans to small firms 
for working capital or medium term credit purposes. Also, at that time, bank 
loans on a national basis did not amount to more than one-third of banking 
resources. Today, this figure is much closer to 60 percent, and far more loans 
are outstanding to businesses of all sizes and kinds. 

A very closely related program to that here proposed is the lending program of 
the Small Business Administration in which banks participate, i. e., a bank joins 
with the SBA in providing the needed financing. In the seventh semiannual re- 
port of that organization covering the 6 months ending December 31, 1956, it was 
stated that: 

“Another tremendously important factor in the heightened loan activity is the 
fact that banks are steadily growing better acquainted with the Small Business 
Administration’s programs and services, and are calling upon it to help with the 
credit needs of the small firms they serve. On a cumulative basis through last 
June 30, banks had participated in 68.6 percent of the loans approved by the 
agency. During this reporting period their participation was even greater—they 
shared in more than 72 percent of the agency’s approved loans.” 

Still another difficulty exists with respect to the proposed insurance program 
which has been raised in congressional hearings on this proposal and never satis- 
factorily explained away in our opinion. In the case of most loans made to 
good credit risks there is considerable competition among lenders to get their 
business and such loans would probably be made on an uninsured basis to keep 
down charges to the borrower. To the extent, therefore, that only questionable 
loans are insured, the program would probably not work out as planned. Reserves 
for taking care of bad loans would probably not, under those circumstances, be 
built up to a point where they would serve their purpose. d 

For these reasons, the Department of Commerce is opposed to enactment of title 
II of S. 1762, and S. 720, for the same general purpose. 
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For reasons set forth in detail above, therefore, the Department of Commerce 
urges favorable congressional action on 8. 1789 and identical bills and opposes 
the enactment of S. 545, S. 720, and S. 1762. 

We are advised by the Bureau of the Budget that it would interpose no objec- 
tion to the submission of this report to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


THE SECRETARY OF COMMERCE, 
Washington, D. C., June 11, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


DeAR Mr. CHAIRMAN: This letter is in reply to your request for views of the 
Department with respect to 8. 719 and §S. 2160, bills to make capital more readily 
available for financing small business and thus to promote, foster, and develop 
the domestic and foreign commerce of the United States, and for other purposes. 

The Department of Commerce is opposed to the enactment of S. 719 and 8S. 2160 
at this time. 

These bills would authorize formation by Federal Reserve Banks of national 
investment companies and their incorporation by approval of the Board of Goy- 
ernors of the Federal Reserve System. Stock purchase by the bank forming the 
company would provide for $5 million in equity capital. These companies would 
be established as a source of loans and equity capital for independent small- 
business enterprises. 

The provisions of these proposals which, in our opinion, would provide in- 
centive for establishment of these national investment companies are the special 
tax provisions establishing the companies as regulated investment companies 
and authorizing special tax benefits in the establishment of reserves. We do not 
believe that such special tax provisions should be enacted at this time when the 
national security and related programs of our Government require that so much 
of our Nation’s earnings be set aside as taxes to meet the expenses of these 
programs. 

Since we consider these tax benefits to provide the incentive for the establish- 
ment of these companies and in fact to be the sine qua non for their formation 
under these proposals, and since we urge against any such special tax benefits at 
this time when Federal expenses are necessarily high, the Department of Com- 
merce, therefore, urges against favorable action on either of these proposals. 

We are advised by the Bureau of the Budget that it would interpose no objec- 
tion to the submission of this report to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., April 25, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking und Currency, 
United States Senate, Washington, D.C. 


DeaR SENATOR FULBRIGHT: This is in further reply to your request for my 
comments on S. 244, a bill to authorize loans by the Small Business Administration 
to alleviate unemployment in areas of substantial labor surplus. 

This bill would authorize the Small Business Administration to make loans to 
any business concern located in an area determined by the Secretary of Labor to 
be an area of substantial labor surplus, if the administration determines that the 
granting of such financial assistance will tend to alleviate unemployment in the 
area. 

A comprehensive program of assistance for areas of substantial and persistent 
unemployment is embodied in S. 1433, the administration bill designed to assist 
these areas to develop and maintain stable and diversified economies. Enactment 
of S. 1483, which I strongly recommend, would adequately deal with the problem 
to which 8. 244 is addressed. 
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The Bureau of the Budget advises that it has no objection to the submission of 
this report and that enactment of S. 1433 would be in accord with the program of 
the President. 

Sincerely yours, 
——- ———_—-, Secretary of Labor. 


BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
OFFICE OF THE VICE CHAIRMAN, 
Washington, D. C., June 7, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR SENATOR FULBRIGHT: This is in response to your request for the Board’s 
views with respect to six pending bills to amend the Small Business Act of 1953. 
S. 55, S. 246, and 8. 300 would simply repeal section 221 of the Small Business Act 
of 1953, thereby eliminating the existing termination date of July 31, 1957, and 
making the Small Business Administration a permanent agency of the Federal 
Government. S. 1762 likewise would make the Small Business Administration 
permanent and also would amend the Small Business Act in a number of respects, 
including increases in (a) the maximum dollar amount of an individual loan and 
(b) the aggregate dollar amount of loans in which the Small Business Adminis- 
tration could participate. In addition, S. 1762 would add to the Small Business 
Act a new title providing for “insurance of loans for small business.” S. 1789 is 
in some respects similar to S. 1762, but it would not change the present maximum 
limitation on individual loans and would not raise the aggregate limitation to a 
level as high as would be provided by S. 1762. Furthermore, 8. 1789 does not 
include any provisions with respect to insurance of loans. 8S. 2185 would authorize 
the Small Business Administration to make loans to “local private nonprofit 
organizations . . . formed to assist, develop, and expand the economy of the 
area.” 

As a general principle, it is the Board’s view that the role of the Federal Gov- 
ernment in aiding the financing of small business should be that of encouraging 
the development of additional private local or regional facilities rather than 
itself acting as a lender. It should also encourage existing financial institutions 
to meet the legitimate needs of small business as fully as they can in the light of 
their responsibilities to their depositors, policyholders, and shareholders. 

The Board has been impressed by the difficulty inherent in identifying the exact 
scope and nature of the small business financing problem. While it is not difficult 
to find specific small businesses that have been unable to obtain the financing 
they want and believe they deserve, it is hard to determine from these instances 
whether there are institutional gaps in our financial structure or whether other 
factors account for the difficulty reported. 

In the field of equity or risk capital there are identifiable impediments to the 
free flow of funds to small business. Legislation to protect small investors from 
unscrupulous or irresponsible promoters, desirable as it may be in accomplishing 
that purpose, in some cases tends to make access to the capital markets somewhat 
more cumbersome and expensive for small-business men. At the same time the 
present high rates of Federal income taxation, combined with the ready avail- 
ability of tax-exempt securities at attractive yields, reduce considerably the 
incentive for individual investment of equity capital in small businesses. 

It is less clear that there are widespread artificial barriers to the availability 
of loan funds. However, the increased institutionalization of savings and the 
understandable preference of savings institutions for high-grade marketable 
investments may have operated, over the years, to reduce the relative availability 
of funds to small-business men. Generally, market forces respond to situations 
of this kind through the development of intermediary institutions that borrow 
wholesale in the capital markets and then retail to smaller borrowers. This proc- 
ess has been highly developed, for example, in the field of consumer credit. 

The establishment of regional privately owned investment companies with objec- 
tives along the lines expressed in S. 2160 might contribute to the solution of 
both the equity and long-term loan problems of small business. Proposals to 
establish such companies are not contained in the bills to which this letter relates. 
However, the Board’s views regarding such proposals will be presented during 
the scheduled hearings on 8S. 2160 before the Small Business Subcommittee of 
your committee. 
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In the Board’s judgment efforts should be directed toward identifying the 
factors that operate to limit the availability of capital or credit to small busi- 
nesses and determining whether these situations can be remedied within the 
framework of our present financial structure. In the meantime, extension of the 
Small Business Act of 1953 appears to the Board to be justified. However, the 
addition of a loan insurance program as proposed in S. 1762 would seem to add 
little to the accomplishment of the objectives of the act and the Board does not 
see any need for an amendment along these lines. Likewise, the provision in 
§. 2185 for the Federal Government to make loans to local development organ- 
izations raises certain questions. Although the Board is sympathetic to the 
objectives of such organizations, it has reservations as to the advisability of using 
Federal Government funds for the purpose of aiding them, and it assumes that 
the pros and cons of this question will be carefully considered. 

Sincerely yours, 
C. CANBY BALDERSTON. 


BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, D. C., February 19, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: This is in response to your committee’s two letters 
of January 23, 1957, requesting the opinion of the Board with respect to the bills 
8S. 719 and S. 720. Since both of these bills relate to the provision of financing for 
small business, they are being treated together. 

S. 720 would authorize the Administrator of the Small Business Administration 
to insure qualified lending institutions with respect to loans made to small busi- 
ness enterprises up to an aggregate amount of $250 million, subject to increase 
by the President, after July 1, 1958, by an additional $500 million. The amount 
of insured loans to any one borrower would be limited to $250,000; and the insur- 
ance could not exceed the lesser of 90 percent of the unpaid balance of any loan 
or the amount of an “insurance reserve” to the credit of the lending institution. 
No insured loan could have a maturity of more than 5 years and 32 days. 

S. 719 would provide for the formation of national investment companies, either 
by the Federal Reserve banks or by groups of not less than five private persons, 
each such company to have a minimum capital of $5 million. The organization 
of such companies would be subject to the approval of the Board of Governors 
and their operations would be subject to regulation by the Board. The companies 
would be authorized to make loans to, and purchase common and preferred stock 
of, eligible business enterprises; and for this purpose each company would be 
authorized to borrow money by the issuance of bonds and other obligations up 
to the amount of its capital and surplus. 

Basically, the Board believes that any proposals for Government action to 
provide additional credit facilities or mechanisms to business should be premised 
on a determination that there is an existing or prospective lack of such credit 
facilities on the part of small business enterprises not being furnished by com- 
mercial banks or other private lending institutions. In a period of restraint, 
some would-be borrowers who are unable to obtain credit may feel aggrieved 
and may actually be aggrieved. This, however, would seem unavoidable under 
any system of credit, once credit becomes scarce in relation to total demand. 
Apart from that matter, there is, on the basis of existing information, some ques- 
tion whether there is any deficiency in the economy’s facilities and mechanisms 
for providing short-term and intermediate credit for small businesses. Conse- 
quently, the Board questions the desirability of the enactment of S. 720. 

If there is any gap today in institutional or mechanical means for providing 
the necessary financing for business enterprises, it would appear to relate pri- 
marily to long-term debt and equity capital. For this reason, if consideration is 
to be given to legislation in this field at this time, the Board feels that it should 
be along the general lines of S. 719 providing for the organization of private 
national investment companies. 

In the event favorable consideration should be given by the Congress to the 
enactment of any legislation of this kind, it is the considered opinion of the 
Board that responsibility for the supervision and regulation of such investment 
companies should not be lodged in the Board of Governors but rather should be 
vested in some other agency of the Government more primarily concerned with 
the problems involved in supervising capital financing. 
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The Federal Reserve System is charged by Congress with responsibility for 
influencing the total volume of money and credit available, with a view to foster. 
ing stable economic growth. However, it is not in a position to allocate loanable 
funds among different borrowers in the market, such allocation under our free 
enterprise system being the proper function of the commercial banks and other 
lending institutions. 

The Federal Reserve System also is charged with responsibility for exercising 
supervision over its member banks, primarily with a view to fostering a sound 
banking structure. Any responsibility vested in the System over the operations of 
the proposed national investment companies could conceivably become incon- 
sistent with the System’s responsibility for supervising member banks who might, 
on occasion, hold the obligations of such companies. Nor can the matter be said 
to rest there. If the proposed investment companies are to fulfill constructively 
the desires indicated by this bill, it is clear that they will need to have intimate 
relationships with the commercial banking system; to have member banks buy 
their stocks, introduce customers in need of long-term equity financing, and sery- 
ice loans made by the investment companies. Under these circumstances, it 
would be sounder in the public interest if the chartering, supervision, and exami- 
nation functions of the two types of institutions were entrusted to entirely dif- 
ferent organs of the Federal Government. 

If the organization and operation of national investment companies is not 
placed under the supervision of the Federal Reserve System, the Board would 
not object to legislation along the lines of S. 719, authorizing the establishment 
of such companies to provide long-term financing. 

It is noted that S. 719 contains provisions which would repeal the present lim- 
ited business loan authority of the Federal Reserve banks under section 13b of 
the Federal Reserve Act and provide for the payment to the Treasury of amounts 
totaling approximately $27,500,000 which have heretofore been paid to the Re- 
serve banks by the Treasury in connection with operations under that section. 
The authority of the Reserve banks under this section was granted in the 1930's 
under emergency conditions and has not been extensively used in recent years. 
In keeping with the views heretofore expressed as to the inappropriateness of the 
System participating in the financing of business enterprises, the Board would 
favor the repeal of this authority and the payment to the Treasury by the Reserve 
banks of the amounts above mentioned, as provided in S. 719. 

Sincerely yours, 
Wma. McC. Martin, Jr. 


BoarRD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
OFFICE OF THE CHAIRMAN, 
Washington, D. C., May 27, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

DEAR SENATOR FuLsricgut: This is in response to your letter of May 9, 1957, 
requesting a report by the Board of Governors with respect to S. 1992, a bill to 
amend section 24 of the Federal Reserve Act, which relates to loans by national 
banks on real estate security. It is proposed that disaster loans covered by Small 
Business Administration deferred participation agreements “shall not be subject 
to the restrictions or limitations of this section (i. e., sec. 24) imposed upon loans 
secured by real estate.” 

Section 24 establishes minimum standards for real estate loans by national 
banks and limits the aggregate amount of such loans. These provisions are de- 
signed to safeguard solvency and liquidity. If S. 1992 were enacted, a national 
bank would be subject to no aggregate limit on the amount of disaster loans 
secured by real estate that it could have outstanding: and such loans could be 
made (1) on the security of second or third mortgages, (2) without any provi- 
sions with respect to amortization, and (3) in amounts that might equal or exceed 
the value of the real estate security. 

When a bank makes disaster loans in compliance with the requirements of its 
disaster participation agreement with Small Business Administration, the bank 
is protected against loss on such loans by a commitment on the part of Small Busi- 
ness Administration to take over upon demand whatever percentage has been 
designated by the bank. That percentage cannot exceed 90 percent of loans of 
less than $20,000 or 75 percent of loans in excess of $20,000, and it may be a 
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smaller percentage if the bank so elects. However, the Board has been informed 
that in most cases Small Business Administration’s deferred participation in 
residential disaster loans is 90 percent. 

When occasion for making disaster loans arises, the demand for such loans in 
a particular community or area may be very substantial, and a national bank 
might be under considerable pressure to make such loans with less than the usual 
attention to safeguards of the kinds prescribed by section 24. If such a bank 
elected to have only a relatively small percentage of such loans covered by Small 
Business Administration deferred participation, the risk exposure might be suf- 
ficient to endanger the bank’s capital structure or liquidity. However, if most 
loans affected by the proposed amendment would be protected to the extent of 
90 percent by Small Business Administration deferred participations, the aggre- 
gate risk may not be excessive as a practical matter. The Comptroller of the 
Currency, who is the primary supervisor of the national banking system, has 
detailed information regarding its condition and operations, and accordingly 
the views of the Treasury Department presumably should be accorded particular 
weight in passing on the advisability of the proposal embodied in 8S. 1992. 

In the interest of clarity, it is suggested that, if a provision on this subject 
is enacted, it should be inserted at the end of the fourth paragraph of section 24 
rather than in the first paragraph of that section. 

Sincerely yours, 
Wo. McC. MarrTINn, Jr. 


WASHINGTON, D.C., February 21, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

DEAR Mr. CHAIRMAN: Reference is made to your letter of January 14, 1957, 
requesting our views on §. 55, S. 246, and 8S. 300. The three bills have the same 
objective, namely, to give the Small Business Administration permanent status. 
This would be accomplished by the repeal of section 221 of the Small Business Act 
of 1953, as amended, which presently provides that all authority under the act 
shall terminate July 31, 1957, except for purposes of liquidation. 

If the Small Business Administration should be given permanent status, it 
might well make personnel recruitment and retention easier for the agency, and 
it would permit more orderly planning of its budget. However, we believe that 
these possible advantages are matters for the Congress to evaluate in reaching 
its decision on the question of permanent status, and we have no recommendation 
for or against the bills. In the event permanent status is to be given the Small 
Business Administration, we believe there would be advantages in placing it 
under an established Government department, presumably the Department of 
Commerce. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





WASHINGTON, D. C., March 4, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

Dear Mr. CHAIRMAN: Further reference is made to your letter of January 14, 
1957, requesting our views on S. 244 which would amend subsection (b) (1) of 
section 207 of the Small Business Act of 1953, as amended, to authorize the 
Small Business Administration to make loans to any business concern located 
in an area of substantial labor surplus if the Administration determines that 
unemployment in such area would thereby be alleviated. Section 2 of the bill 
would change the present statutory limitation on disaster loans and total 
loans. 

The authority which would be granted by the bill appears to parallel the 
authority already granted to the Small Business Administration to make loans 
determined to be necessary or appropriate because of floods, major disasters, or 
other catastrophes. We believe that the granting of authority contained in the 
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bill is a matter of congressional policy and we have no recommendation to make 
either for or against it. 
Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States, 


WaSsHINGTON, D. C., March 4, 1957. 
Hon, J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

Deak MR, CHAIRMAN: Further reference is made to your letter of January 15, 
1957, requesting our views on S. 545 which would repeal section 204 (d) of the 
Small Business Act of 1953, as amended. 

Section 204 (d) creates the Loan Policy Board of the Small Business Admin- 
istration and directs the Board to establish general policies to govern the grant- 
ing and denial of applications for financial assistance by the Administration. We 
have reviewed the loan policy statement prepared by the Board and found no 
objection thereto. We believe that the Board as presently constituted, consist- 
ing of the Small Business Administrator, the Secretary of the Treasury and the 
Secretary of Commerce, is well qualified to formulate the loan policy, and that 
such loan policy provides a desirable management guide and promotes consistency 
of operation. Therefore, we do not recommend enactment of S. 545. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


WASHINGTON, D. C., March 19, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. CO. 

DeAR Mr. CHAIRMAN: Further reference is made to your letters of January 23, 
1957, requesting our comments on S. 719 and 8. 720. 

These bills are similar to 8. 381 and 8. 383, 84th Congress, on which hearings 
were held by a subcommittee of your committee during the early part of May 
1955. S. 719 is a bill intended to make funds available for small business by 
establishing regional investment companies to provide long-term capital and equity 
financing. S. 720 would seek to increase the availability to small business of 
shorter-term credit by providing for the insurance of loans to such business. 

Under S. 719 the regulation and control of the investment companies to be 
established would be under the Federal Reserve Board. Funds for use under the 
program would come from Federal Reserve banks and other banks and investors, 
not from appropriated moneys. The testimony presented at the hearings in May 
1955 indicated the need of small business at that time for additional long-term 
-apital financing. S. 719, if enacted, undoubtedly would tend to fill such a need. 
We are not in a position to state whether this purpose could best be accomplished 
through the means proposed by 8S. 719 or in some other manner, and for this reason 
we have no recommendation as to enactment of the bill. We call the committee’s 
attention to the fact that the coverage under S. 719 might duplicate the coverage 
provided by the SBA act of 1953 in certain areas. 

S. 720 proposes the establishment, under the Small Business Administration, of 
an insured loan program analogous to FHA home-loan insurance. The Adminis- 
trator of the Small Business Administration would determine the qualifications 
of lenders and the terms and conditions of the loans, with certain limits as to 
amount and duration. Premiums of not to exceed 11% percent would be paid on 
insured loans. The bill further provides for the establishment by each lender of 
an insurance reserve equal to 10 percent of its total loans less insured losses paid. 
The insurance coverage would be limited to the lender’s insurance reserve or 90 
percent of the unpaid balance of a loan, whichever was smaller. Program 
operational expenses would be defrayed from a revolving fund, consisting of 
preminums and other moneys received, together with an initial appropriation of 
$10 million authorized by the bill. The bill further provides in section 107 (c) for 
the annual payment of interest on unrepaid appropriations to the revolving fund 
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at a rate calculated to reimburse the Treasury for its costs in connection with 
such appropriations. 

We suggest that subsection 107 (c) be modified by deleting the word “average” 
jn line 3, page 6. Since the funds borrowed from the Treasury for establishment 
of the revolving fund may be invested in interest-bearing securities of the United 
States, we believe it would be only fair that such interest rates be considered in 
determining the interest payable on the borrowed money. 

We are not in a position to evaluate the adequacy of the maximum premium 
rate of 1144 percent on insured loans, and for this reason we cannot comment on 
the probable effectiveness of S. 720. We do urge, however, that if 8. 720 is to 
receive favorable consideration, section 107 (f) of the bill be deleted. This sub- 
section may have been added to the bill as a consequence of our recommendation 
in a report on S. 383, 84th Congress, B-85909, dated March 18, 1955, that such a 
provision be added to that bill. The reason for our present recommendation for 
deletion of the provision is the fact that 8. 720 would vest authority over the pro- 
gram in the Small Business Administration whereas the previous bill (S. 383) 
yested such authority in the Board of Governors of the Federal Reserve System. 
As we stated in our report on S. 383, the financial transactions of the Federal 
Reserve Board are not audited by the General Accounting Office, and while we 
believed the revolving fund would be subject to audit we thought it desirable to 
spell this out specifically in S. 383. Since S. 720 proposes to place the revolving 
fund under the SBA, no such specific mention of our authority to audit is needed. 
The Budget and Accounting Procedures Act of 1950 provides specifie statutory 
authority for the General Accounting Office to make the type of audit most suited 
to the activities of various agencies in accordance with generally accepted prin- 
ciples of auditing. This would enable the Comptroller General to prescribe the 
type of audit that would be the most practicable and useful for financial operations 
under the proposed revolving fund without the necessity for special accounting or 
auditing provisions in the bill. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


WASHINGTON, D. C., May 3, 1957. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

DEAR Mr. CHAIRMAN: Further reference is made to your letter of April 1, 
1957, requesting our views on S. 1762, which would amend the Small Business 
Act of 1953, as amended. 

Certain important changes to the present law would be accomplished by the 
bill. It would give permanent status to the Small Business Administration, 
abolish the Loan Policy Board, raise the maximum loan limit from $250,000 to 
$500,000, and inaugurate an insured loan plan. 

Whether the Small Business Administration should be made a permanent 
agency is, of course, a matter of policy for the Congress to decide, however, cer- 
tain advantages could accrue from making it a permanent agency. It would 
tend to have a stabilizing influence on its personnel and might enable the agency 
to attract and retain more capable personnel. In addition, it would permit more 
orderly planning of the agency’s financial budget. 

Section 103 (b) and section 207 (¢) of the bill provide that interest to be 
paid to the Treasury on the respective revolving funds involved in these two 
sections shall be computed at a rate determined by the Secretary of the Treasury, 
taking into consideration the current average interest rate which the Treasury 
pays on its marketable obligations. In our opinion a more realistic basis would 
be an interest rate determined annually in advance calculated to reimburse the 
Treasury for its cost in connection with appropriated funds, taking into con- 
sideration the current average market yields of its outstanding marketable 
obligations for comparable maturities. We note that the language of the bill 
in these two sections relating to interest is not identical, although both sections 
appear to have the same objective. We suggest that the existing inconsistencies 
be eliminated. 

Section 104 (a) of the bill authorizes the Administrator to provide surety 
bonds for employees and pay the cost of qualification of certain employees as 
notaries public. It appears that this provision is unnecessary because Public 
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Law 323, 84th Congress (69 Stat. 618), provides for the purchase of bonds by the 
Government to cover officers and employees who are required to be bonded; and 
Public Law 681, 84th Congress (70 Stat. 519), permits departments and estab- 
lishments of the Government to pay expenses relating to notaries public. 

Section 107 (a) provides that small business concerns shall receive contract 
awards as to which it is determined by the Administration (1) to be in the 
interest of maintaining or mobolizing the Nation’s full productive capacity, 
(2) to be in the interest of war or national defense programs, or (3) to insure 
a well-balanced national economy. The first two items are in the present law, 
however, the third item introduces an entirely new factor under which the Ad- 
ministrator would be in a position to control the awarding of Government con- 
tracts to small business concerns by a finding that such action would “insure a 
well-balanced national economy.” 

In the absence of specific language setting forth the manner and conditions 
under which contracts should be awarded to small business concerns “to insure 
a well-balanced national economy” there could be many reasons—involving eco- 
nomic and other policies not considered or approved by the Congress—which 
might serve as the basis for making determinations that Government business 
should be assigned to small business concerns in complete disregard of the pro- 
curement statutes requiring generally that contracts for supplies and services 
be awarded to the lowest responsible bidder after advertising. We feel, therefore, 
that the provision is too broad and might be detrimental to the interests of the 
United States. Accordingly, we recommend that item (3) be deleted from section 
107 (a) of the bill. 

Title II of the bill proposes this establishment of an insured loan program, 
The Administrator of the Small Business Administration would determine the 
qualifications of lenders and the terms and conditions of the loans, with certain 
limits as to amount and duration. Premiums of not to exceed 114 percent would 
be paid on insured loans. The bill further provides for the establishment by 
each lender of an insurance reserve equal to 10 percent of its total loans less 
insured losses paid. The insurance coverage would be limited to the lender’s 
insurance reserve or 90 percent of the unpaid balance of a loan, whichever was 
smaller. Program operational expanses would be defrayed from a revolving 
fund, consisting of premiums and other moneys received, together with an initial 
appropriation of $10 million authorized by the bill. 

We are not in a position to evaluate the adequacy of the maximum premium 
rate of 11%4 percent on insured loans, and for this reason we cannot comment on 
the probable effectiveness of title II of the bill. We do urge, however, that if 
the bill is to receive favorable consideration, section 207 (f) of the bill be deleted 
since we believe no specific mention of our authority to audit is needed. The 
Budget and Accounting Procedures Act of 1950 provides specific statutory 
authority for the General Accounting Office to make the type of audit most 
suited to the activities of various agencies in accordance with generally accepted 
principles of auditing. This would enable the Comptroller General to prescribe 
the type of audit that would be the most practicable and useful for financial op- 
erations under the proposed revolving fund without the necessity for special 
accounting or auditing provisions in the bill. Section 301 (b) would require 
that payments be made to the civil service retirement and disability fund for 
the Government’s share of the cost of the civil service retirement system appli- 
cable to the employees engaged in carrying out the functions of the act. Since this 
would appear to be automatically required by section 4 of the Civil Service Retire- 
ment Act of May 29, 1930, as amended by title IV of the Federal Fixecutive Pay 
Act of 1956, Public Law 854, 84th Congress (70 Stat. 747), we perceive no need 
for the provision. 

It appears that line 12, page 32, should be eliminated from the bill. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Wasnineton, D. C., Way 10, 1957. 
Hon. J. W. FuLsrient, 
Chairman, Committee on Banking and Currency, 
United States Senate. 
DeaR Mr. CHAIRMAN: Further reference is made to your letter of April 11, 
1957, requesting our views on 8. 1789, which would amend the Small Business 
Act of 1953, as amended. 
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The bill is designed primarily to give permanent status to the Small Business 
Administration. Whether the agency should be made permanent, is, of course, 
a matter of policy for the Congress to decide; however, certain advantages could 
accrue from making it a permanent agency. It would tend to have a stabilizing 
influence on its personnel and might enable the agency to attract and retain 
more capable personnel. In addition, it would permit more orderly planning 
of the agency’s financial budget. 

Section 205 (a) of the bill authorizes the Administrator to provide bonds 
for employees and pay the cost of qualification of certain employees as notaries 
public. It appears that this provision is unnecessary because Public Law 323, 
84th Congress (69 Stat. 618), provides for the purchase of bonds by the Govern- 
ment to cover officers and employees who are required to be bonded; and Public 
Law 681, 84th Congress (70 Stat. 519), permits departments and establishments 
of the Government to pay expenses relating to notaries public. 

Section 206 (a) provides that the Administrator may borrow from the Treasury 
and that the amounts borrowed shall be placed in the revolving fund heretofore 
established under the authority contained in section 204 of the act of July 30, 
1953 (15 U. S. C. 633). Inasmuch as this bill provides that section 204 shall be 
amended to read as indicated therein, we believe it would be preferable to include 
in section 204 of this bill a provision for establishing the revolving fund. 

Section 206 (d) would require that payments be made to the civil service re- 
tirement and disability fund for the Government’s share of the cost of the civil 
service retirement system applicable to the employees engaged in carrying out 
the functions of the act. Since this would appear to be automatically required 
by section 4 of the Civil Service Retirement Act of May 29, 1930, as amended by 
title IV of the Federal Executive Pay Act of 1956, Public Law 854, 84th Congress 
(70 Stat. 747), we perceive no need for the provision. 

Section 209 (d) provides that the Department of Defense shall make monthly 
reports not less than 45 days after the close of the month. It appears that this 
language should be changed to read “not more than 45 days after the close of the 
month.” 

Sincerely yours, 
FRANK H. WEITZEL, 
Assistant Comptroller General of the United States. 


FEDERAL TRADE COMMISSION, 
OFFICE OF THE CHAIRMAN, 
Washington, D. C., June 19, 1957. 
Hon. J. W. Fursriait, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DEAR Mr. CHAIRMAN: This is in response to your letter of April 11, 195%, re- 
questing a report upon 8. 1789, 85th Congress, Ist session, a bill to amend the 
Small Business Act of 1953 (title II of Public Law 163, 83d Cong.), as amended. 
As presently existing, the Small Business Act is in the nature of temporary 
emergency legislation with a termination date in 1957. The bill proposes to 
revise this act in a number of particulars and to extend it indefinitely by omitting 
any expiration date. The preservation of the effective operation of small busi- 
ness in our economy is an objective of direct concern in the work of the Federal 
Trade Commission and we are fully in accord with the view that a further ex- 
tension of this legislation for aiding small business is desirable and should be 
made. 

A number of the provisions of both the existing law and of the present bill 
have some relationship to the work of this agency and others deal with matters 
which are clearly outside our province. As to provisions which would affect 
this agency, there is but one upon which we feel there is need for specific com- 
ment. This is one of the provisions relating to immunity from the antitrust 
laws and the Federal Trade Commission Act. 

The bill proposes to retain antitrust exemptions contained in the present law, 
both that with respect to “voluntary agreements and programs” in section 210, and 
that in section 207 with respect to “any corporation formed and capitalized by 
a group of small business concerns.” The revisions made in the latter seem to 
us to leave some doubt as to its coverage. In view of the fact that the pro- 
visions of section 207 include civilian operations unrelated to defense needs and 
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the further fact that the proposal is now in the nature of permanent legislation 
we wish to invite your attention to this phase of the proposal. 

The first part of section 207 (5) refers to encouraging the formation of cor- 
porations by small business concerns and the exemption which follows seems 
to refer to acts requested with respect thereto and findings that such forma- 
tion would contribute to the needs of small business. In the latter part of this 
paragraph, however, in referring to withdrawal of approval, the bill speaks of 
“approval of the voluntary agreement or program” upon which the request or 
finding is based. It would thus appear to contemplate approval and perhaps 
exemption of specific plans and methods of operation of such corporations formed 
by groups of small business concerns. 

If any exemption is to be afforded with respect to such corporations, we think 
it should be clearly and strictly limited to preventing any application of the 
antitrust laws to such corporation or its operations solely because it is owned 
and its operations controlled and directed by a group of competitors consisting 
of small business concerns. On the other hand we think it should be entirely 
clear that no exemption could be invoked if such corporation should in its busi- 
ness operations engage in acts or practices violative of the antitrust laws or the 
Federal Trade Commission Act. 

We see no justifiable reason why a corporation formed under this section of 
the act should have been any grounds to claim an immunity permitting it to 
indulge in price discriminations or other discriminatory practices prohibited by 
the Clayton Act, the use of unfair or deceptive practices in violation of the Fed- 
eral Trade Commission Act or acts violative of the related statutes dependent 
upon the Federal Trade Commission Act such as the Wool Products Labeling 
Act, the Fur Products Labeling Act or the Flammable Fabrics Act. Corpora- 
tions formed under this section will necessarily compete with other concerns in 
the same line of business including other small business concerns and no basis 
appears for drawing any distinction in this area between such corporations and 
their competitors. 

It is also noted that in section 207 (5) in referring to the immunity provisions 
the existing law designates this as “within the prohibitions of the antitrust 
laws * * *,” This has been changed in the present proposal to “within the pro- 
visions of the antitrust laws * * *.” The word “prohibitions” clearly affords 
exemption from things prohibited whereas the word “provisions” might well 
extend to inquiries or investigations which might be entirely proper under sec- 
tions 6 and 9 of the Federal Trade Commission Act. 

We feel that the suggested clarification of the exemption from the antitrust 
laws and the Federal Trade Commission Act is desirable, especially in view of 
the fact that these laws are directed to protecting and preserving fair competi- 
tive opportunity for all legitimate enterprises including those operating without 
Government financial assistance as well as those who receive such assistance 
and bring themselves within the scope of the proposed legislation. 

By direction of the Commission. 
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JoHN W. GwYNNE, Chairman. 





N. B.—The Bureau of the Budget advised on June 19, 1957, that there would 


be no objection to the submission of this report to the committee. 
Rospert M. ParrIsH, Secretary. 







Senator Ciark. As our first witness we are very happy to welcome 
the very distinguished Senator from Colorado, Senator Gordon Allott. 
rood morning, Senator. 
( | morning, Senator 


STATEMENT OF HON. GORDON ALLOTT, A UNITED STATES SENATOR 
FROM THE STATE OF COLORADO 










Senator Auxorr. Mr. Chairman and members of the committee: 
I am very happy to have this opportunity to appear here this morning 
to discuss the various bills which have been offered and to support my 
own position with respect to the passage of these bills. 

The bill offered by myself, S. 55, simply extends the Small Business 
Act of 1953 and makes permanent the Small Business Administration. 
I have felt for some time this should not be on a temporary basis, and 
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that it should be perpetuated. That is the reason for the form of my 
bill. 

The bill offered by Senator Thye, S. 1789, of which many are co- 
sponsors, as well as myself, does the same thing that S. 55 does, with 
some important additions. It clarifies the congressional intent with 
regard to small business concerns, that they shall receive a fair pro- 

ortion of Government construction contracts. 

The second additional thing it does is to authorize the Small Busi- 
ness Administration to borrow funds from the Treasury Department 
for its revolving fund. This, of course, is designed to give the Small 
Business Administration additional flexibility in the administration 
of its funds. It is my understanding that twice the Small Business 
Administration’s funds have been completely depleted. I do not know 
whether that is overstating it. If it is depleted, it is depleted, I pre- 
sume. Any way they were depleted causing great delay in the loan 
program. 

The provisions of the law which are to provide additional flexibility 
im disaster programs will allow more efficient service to victims of dis- 
asters, and, finally, it authorizes the Smal] Business Administration 
to make studies and recommendations of problems affecting the com- 
petitive strength of small businesses. This latter, in my opinion, is one 
of the most important phases of this offered legislation. Despite all of 
the apparent attempts that have been made in the tax field to give 
advantages to smaller businesses, it seems to be working in reverse 
and to the disadv antage of the small-business men. 

As a cosponsor, Mr. C hairman, of S. 1789, I am much interested in 
seeing these technical changes made. They will assist the Small Bus- 
iness Administration, and ‘they will assist the small-business man in 
improving on the tremendous job they have been doing for the small- 
business firms of this country. 

Twice within the last month I have had occasion to insert in the 
Congressional Record stories contained in the newspapers of Colorado, 
regarding the excellent job that the Small Busness Administration is 
doing in that area of the country. Mr. Harold R. Smithills, who is 
the regional administrator, has, in my opinion, done an outstanding 
job. He has applied to the administration of this Department some 
of the principles that you would expect to find in business itself. For 
example, he was one of those who developed and cooperated in holding 
the small-business clinic last fall, in which they brought in exhibits 
from many, many Government contractors, and for 2 “days they had 
members of the military and other Government contracting agencies 
informing the Colorado, New Mexico, Arizona, Utah, Wyoming, west- 
ern Kansas, and western Nebraska people, the small-business men, how 
they could participate and how they could make the contacts to get 
in on these Government contracts. 

More recently, Mr. Smithills has held a series of meetings in that 
region, that being the same area I have just named, in key towns. 
And, after notifying the businessmen there, he has gotten them into 
these meetings and let them tell their problems on credit and procur- 
ing business, : and has put the other process in reverse again by telling 
them how they could get in on these various Government contracts. 

It is particularly important that this agency be continued on a 
permanent basis because, first, it has proven its worth many times 
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over ; secondly, it occupies an important position in the credit struc- 
ture of this Nation, providing loans to small-business men who are 
unable to obtain financing from private sources. I want to reempha- 
size this because, particularly with respect to small businesses is this 
true; the means and sources of credit are becoming more limited to 
them all of the time. 

Third. Many of the problems of small business can only be solved 
through long-range planning. This also connot be done through 
other credit agencies, particularly the banks, and the banks are about 
the only source of credit an ordinary business has. 

Fourth. The staff of this agency needs the assurance of a permanent 
status in order to be able to provide definite plans and to make work- 
able plans and sensible plans for the continuation of this program. 

Fifth. The other Government agencies and credit institutions doing 
business with the Small Business Administration are entitled to a 
less fleeting relationship than is now currently possible. 

In addition to these credit problems, it seems to me that there is a 
definite, proven need to continue the Small Business Administration’s 
work in its assistance to small businesses in the procurement and par- 
ticipation in Government contracts under the production-assistance 
program, in bringing together the originators of new products and 
the manufacturers. 

In closing, I want to point out what this has meant to my own State, 
although the figures are available to this committee for the entire 
United States. Up to the first of this year, 118 loans totaling 
$3,043,000 had been made to firms and individuals in Colorado. Since 
the beginning of 1957, approximately 25 loans have been completed, 
totaling $654,000. 

Mr. Chairman and members of the committee, as I see the situation 
with respect to these bills, these things are important. First, that 
this shall be continued on a permanent basis so that the plans and 
the program can be permanent rather than temporary. 

Second, that this credit is a necessary and needed part of the small 
business of this country. 

Third, that unless we find some means to enable small business to 
participate in the economic growth, in new products, and in Govern- 
ment contracts and subcontracts, which are going on constantly, we 
are probably going to find ourselves where we will be continuing to 
choke small business down and will only make large business larger. 

Therefore, I recommend and commend to this committee particu- 
larly S. 1789, and thank the committee for having this opportunity 
to be here. 

Senator Crark. Thank you very much, Senator. I wonder whether 
in Colorado, or generally in the Mountain States area, you found any 
need for a method of long-term, equity financing of small business‘ 
There has been some thought that it is very difficult for them to raise 
equity capital under the present conditions. 

Senator Atiorr. I do not think there is any question but what it 
is needed. In talking with businessmen when I am in the State and 
when I am around that area of the country, I find that this is true. 
One of the chief handicaps of the small-business man today, and 
that is not just true in the last 2 or 3 years, but has been true ever since 
World War IT, has been to get equity capital. 

Senator Ciark. Thank you very much, Senator. 
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Senator Capehart ? 
Senator Carenarr. No questions. 

Senator Ciark. We appreciate your coming in very much, indeed. 

Senator Carenarr. Yes,sir. Thank you. 

Senator ALLorr. Thank you, gentlemen. 

Senator CiarK. Senator Thye, would you like to testify on these 
bills? We are very happy to have you here, and if you will just come 
forward and give us your statement in your own way, we will be very 
pleased to have you with us. 


STATEMENT OF HON. EDWARD J. THYE, A UNITED STATES SENATOR 
FROM THE STATE OF MINNESOTA 








Senator Tuyr. Good morning. I know you gentlemen are sym- 
pathetic to the question. I will state that before I start in, Mr. Chair- 
man and members of the committee. 

I thank the committee for allowing me to appear this morning to 
speak in support of S. 1789, which would establish the Small Business 
Administration as a permanent agency of the Government. 

Four years ago I had the priv ilege of introducing a bill which estab- 
lished the Small Business Administration. You will find that I had 
provided for a permanent agency in the bill introduced in 1953. I 
felt very strongly at that time that, if we were to establish an agency 
for the purpose of assisting small firms, it should be founded upon 
& permanent basis. However, at that time there were many who 
favored the establishment of the agency, but who deemed it desirable 
to set it up on a trial basis for a 2 -year term. It was their thought 
that such an agency should have a trial per iod and that the Congress 
should review its accomplishments before giving it permanent status. 

Two years ago we were called upon to make that congressional 
review and to decide whether the agency should be continued or termi- 
nated. Two years ago I introduc ed a bill to authorize the permanent 
extension of this agency. Once again it was argued that the agency 
should be extended for another 2-year period. As a result, on July 
1 of this year the agency will automatically terminate unless the Con- 
gress extends its term of operation. 

S. 1789 calls for a permanent agency to be known as the Small 
Business Administration. I am certain that the agency has gained 
strong bipartisan support for its continued existence. This support 
has grown and developed because of the effective work done by this 
agency in behalf of the millions of small-business firms throughout 
the United States. 

The agency has shown continuous improvement in its loan pro- 
gram, its procurement assistance to small firms, its technical-assistance 
program, and its disaster-loan activities. I have found no argument 
to date which would advocate that the Congress should allow the agen- 
cy toterminate on July 1, 1957. 

On the contrary, I have found an ever-increasing number of Con- 
gressmen and my colleagues in the Senate who support my position 
that the agency should ‘be placed upon a permanent basis. I have 
stated on many occasions why I feel so strongly that the Small Busi- 
ness Administration should be continued on a permanent basis. 

First, an inherent part of the agency’s loan program is participation 
by local banks, The original act of 1953 and S. 1789 specifically call 
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for bank participation wherever that is possible. I have followed the 
work of this agency very closely during the past 4 years and have 
found that in certain areas of the United States the local banks man 
times hesitate to participate in the loan program of the Small Busi- 
ness Administration. The cooperation by the banks varies within 
the various regions where the Small Business Administration has es- 
tablished its regional offices. I can see where local banks would be 
reluctant to participate in a loan program for small business with an 
agency which enjoys only a 2-year life span and where renewal of the 
agency is dependent upon congressional action every 2 years, as has 
been the case since 1953. It is my belief that these local banks 
would be more willing to cooperate in this program if the Small Busi- 
ness Administration itself were a permanent agency. This loan pro- 
gram is a most vital part of the agency’s overall activity. 

This fact is demonstrated when we see that since October 1953 and 
through December 31, 1956, the Small Business Administration had 
approved 5,160 business loans for a total of $235,749,662, and 4,830 
disaster loans for $55,648,010. The number of loan applications com- 
ing into the agency is increasing every month. 

This program will become more and more effective if the number 
of bank-participation loans increases. I believe that this will happen 
if the agency is made permanent. 

Mr. Chairman, the reason why I think it is so absolutely important, 
and I say this respectfully to all of you on the committee, is simply 
that if you or I were the banker and a man came in and said, “Now, 
if you will participate as a bank here, we will grant this man a $25,000 
loan.” The cashier who may be looking at this loan application carries 
the question to his board of directors, and they may discuss it, and 
they say, “Well, now, supposing this agency goes out of existence? 
Then we will be dealing with some sort of emergency committee or 
agency that will be closing out this financial activity or this loaning 
activity of this Government agency.” 

So if you were that bank cashier or that bank president you would 
probably hesitate to involve the bank in that kind of a loan. Therefore 
I think that the permanent status of this agency would be most 
conducive to participation loans, and would have a wholesome effect 
on the entire agency’s activity, of course. 

Also, if you were an employee of the agency, you would feel more 
secure if you knew it to be a permanent agency. In this sense the very 
best of the Federal employees would be attracted rather than some- 
one who is just seeking that position because it is an opportunity 
for the moment, or for the next year, or for the next 18 months. 

Another reason why I believe that the agency should be made per- 
manent is that it will allow the agency to attract expert personnel 
in every area of activity. The present staff is well trained and oper- 
ating efficiently in most respects. However, there is always a cer- 
tain percentage of personnel who leave every agency each year for a 
number of reasons. I feel that a permanent agency will attract ex- 
perienced personnel more regularly than will an agency which has 
temporary status. As time goes on and the agency continues to de- 
velop and improve its programs, the need for personnel that is expe- 
rienced will become more and more acute. 

I also feel that the small business community of this Nation will 
have more confidence and faith in an agency which is permanently 
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assigned to assisting small business than in an agency which may go 
out of existence in a matter of a few months. 

The General Accounting Office has stated that permanent status 
would allow the agency itself to plan more efficiently in the handling 
of its funds and budget requirements. 

We all recall that 2 years ago the Congress had to give the agency 
a 30-day extension because action had not been taken prior to the ex- 

iration date of July 1, 1955. I remember the consternation and the 
insecurity which all personnel of the agency experienced during that 
time. The employees of the agency did not know whether they 
should seek other employment, or whether they should stay with an 
agency which offered nothing more at the time than an extended 
30-day life. Certainly this type of insecurity does not lend itself to 
top efficiency in the performance of the many tasks assigned to an im- 
portant Government agency. 

I am pleased that this year I have not encountered the same type 
of thinking concerning the permanent status of the agency which I 
found to be the case in 1953, and also in the year 1955. Businessmen, 
the present administration, Members of Congress and the Senate have 
all reported that they favor the permanent extension of the Small 
Business Administration. I, therefore, urge the committee to report 
favorably on the permanent status provision of S. 1789. 

The many other provisions of 8. 1789 represent generally an attempt 
to improve the language of the previous acts and to clarify certain 
sections. I would say there are not any major and controversial 
changes in this bill. I feel that unless and until the agency is made 
permanent any other major change in this legislation would not bring 
about the benefits intended. 

There is no one who today argues that small business does not con- 
stitute a vital and integral part of our competitive free enterprise 
system. We all recognize that to a large degree the future success 
of our economic system depends upon the existence of a healthy and 
vigorous small business community in the United States. With the 
pressures upon business increasing every year, there is a definite need 
for an agency to devote all of its time to helping small business firms 
financially, technically, and in times of disaster. The Small Business 
Administration has proved it is capable of meeting this challenge. 
The effectiveness and efficiency of that agency will be greatly improved 
if we act now to make it a permanent agency. 

Mr. Chairman and members of the committee, that concludes my 
statement, and I most respectfully desire that this question be resolved 
soon by the committee, in order that we can have action before the 
expiration date of this existing Small Business Administration Act. 

_I would say, as I stated when I first introduced the act, that I be- 
lieve it has a place even beyond just loaning to existing small businesses 
that may be in need of financial assistance. We must constantly bear 
in mind that a young man or a young couple with their high cost of 
living and the tax rates that are imposed upon all, find it is most diffi- 
cult for them to exist in our complex society, where an automobile and 
other expensive articles are almost a “must” situation in any home or 
any family. They find it is most difficult to save enough money to 
have the downpayment necessary to acquire a business of their own. 

Just try to think in the terms that if you were an oil station at- 
tendant earning a few hundred dollars a month and trying to take 
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care of your family. Do you believe you would ever be able to save 
enough to make the downpayment required to become the owner or 
operator of that oil station, to say nothing about a grocery store, or 
some other business. Yet that young couple should be established in a 
business management of their own, “because that is the foundation of 
our free enterpr ise system. That is where they all started from. It 
is where the big corporations oftentimes had their very growth in their 
infancy. 

I think, Senator Capehart, you yourself are one of those who started 
out, you might say, with your own two hands, and then developed a 
great corporation. In the Small Business Administration we have 
‘the means of using the worthiness of the man and his history of good 
service and good conduct, and his histor y of reliability. A bank can- 
not loan on that history, but the Small Business Administration can 
loan on that kind of histor y if the bank will participate. 

If you start this young couple out with the responsibility of their 
own business and business man: igement, you have made possible the 
development of the individual initiative which such responsibility 
brings. That is a continuation of the main stream of our economic 
life. 

That is what I have in mind in this act, as well as assisting someone 
who is financially distressed today. 

Senator CapeHart. Mr. Chairman ? 

Senator Ciark. Senator Capehart. 

Senator Capenarr. Senator, I do not want to quarrel with anything 
yousaid. Iagree with you 100 percent, except that I believe the prob- 
lem of the little-business man is taxes. 

Sen: ator Tye. Yes, sir. 

Senator CaprHart. What we ought to do if we really want to help 
little business and help this young couple you are talking about is to 
pass a new tax law, with a gradu: ated scale of taxes on businesses and 
corporations. Then, as much as you have heard to the contrary not- 
withstanding, we ought to have a permanent law permitting a ‘little- 
business man and a big one to amortize any new or old facilities he 
acquired over a period ‘of not to exceed 60 months; or, better vet, give 
him the right to amortize it as he sees fit, and then you will really do 
something “for the little-business man, and will allow him to plough 
his profits back into the business. 

I say that because even if the Small Business Administration loans 
him money, if he does not make money he cannot repay the loan. He 
has to be successful, whether he borrows the money from a bank, or 
from friends, or has the money himself to invest. His biggest prob- 
lem in this picture, the problem which is breaking his back and his 
legs and all of his limbs, is the high taxes and the high cost of facilities 
that are beyond his ability to amortize within a short period of time. 

If we really want to do something for the small-business men—and 
I do, and I know you do—then let us have the courage to pass a gradu- 
ated tax structure scaled to meet the needs of businesses, and then a 
permanent amortization plan that enables him to buy new and old 
facilities and amortize them out of his profits. Then you will really 
do something for him. You have made a good case out for the fact 
that a man cannot save enough money today to start a business be- 
cause of the taxes that he has to pay. Likewise, he cannot start the 
business even though he can borrow money from the Small Business 
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Administration. He cannot pay it back because his taxes are so high. 
Furthermore, he cannot plow his profits back into his business, as 
I was able to do as a young man 27 or 28 years ago, and as young men 
did in those days. You cannot do that today. 

So you really ought to shoot this fellow that is out here talking 
against a 5-year amortization, because that is the greatest incentive 
in the world toward full employment, and the creation of jobs, and 
helping the little fellow, the fellow who really needs help. It is my 
opinion that a good amortization tax law will do more to help the little 
fellow than any other one thing you can do. 

Senator Crark. I i imagine, “while we might all agree with you on 
that, it is not within the “jurisdic tion of this subcommittee, i is it? 

Senator Carprnartr. Anything is in the jurisdiction of a Senator to 
talk about. 

Senator Tuyr. Mr. Chairman and members of the committee, I will 
say to Senator Capehart that the Senator and I have often talked about 
the tax problem and the burden of high taxes upon the new man, the 
beginner, in any business establishment. There are bills introduced 
that propose to do just exactly that to help the small-business man. 

Senator Carrnartr. We ought to have both the Small Business Ad- 
ministration and the graduated business tax and good, sound amortiza- 
tion, so they can plow back their profits. 

Senator SparKMAN. Will the gentleman yield? 

Senator CLarKk. Senator Sparkman. 

Senator Sparkman. Mr. Chairman, I presented just such bills, both 
of them, in fact, to the Finance Committee, when we had the proposi- 
tion up to extend corporation financing. Senator Thye made a state- 
ment on the Senate floor at that time. 

Senator Tuyr. That is right. 

Senator SparkKMAN. He made a statement there in substance to 
the effect that he had been assured by the administration that a bill 
would be submitted before this session of Congress adjourned, or some- 
thing to that effect. 

Senator Tuyr. Mr. Chairman, Senator Sparkman and I are co- 
sponsors on some of these legislative bills. 

Senator SparkMAN. Four different bills, I think. 

Senator Tuyr. Yes; because both of us have been privileged to 
serve for a number of years on the Select Committee on Small Busi- 
ness, of which Senator Sparkman is chairman. 

Senator SparkMAN. We have alternated as chairmen. 

Senator Tuyr. Yes, sir. 

Senator Sparkman. I hope we never have to do that again, but I 
say that with all respect and deference to the ability of the distin- 
guished Senator from Minnesota. 

Senator Tuye. I am very hopeful that that which you prediet—— 

Senator SparkKMAN. Does not come true? 

Senator Tuyr. That it may be a little bit disappointing to you at 
some future time. 

Senator SparkMAN. We understand each other on that score. 

Senator Tuyr. But nevertheless, Mr. Chairman, the question is ex- 
ceedingly serious. 

First, the small-business men must have tax relief, and I hope legis- 
lation will be enacted. I will say in reply to Senator Sparkman I have 
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‘alled the Secretary of the Treasury at various times and asked if I 
might have this specific recommendation relative to relief to the small- 
business men taxwise. I am certainly hopeful that we will get it, and 
J am disappointed that we are into the month of June and such legis- 
lation has not yet cleared the committees, and especially the House. 

Senator Carruart. Will the gentleman yield? 

Senator Tuyr. Yes, sir. 

Senator Caprenarr. I have introduced, I do not know how many 
times, a bill to permit the amortization of new and used facilities, 

Senator Tuyr. Yes, sir. 

Senator SparKMAN. Of course, they can amortize the new facilities 
now under the 1954 act. It is the used ones that they cannot. 

Senator Carenant. It still is not liberal. 

Senator SparKMAN. That is right. 

I would like to suggest also for the consideration of the Senator 
from Indiana, who has brought up the subject, and also the Senator 
from Minnesota, who has always worked diligently in the interests of 
small business and done a splendid job both as a member and as a 
chairman 

Senator Ture. Thank you. 

Senator Sparkman. I would like to suggest too the inclusion of re- 
lief in the field of inheritance taxes, particularly for the closely held 
family corporations—the small corporations. 

Senator Ture. There is no question about it, because the inheritance 
tax imposes such a burden in the year when your courts must settle 
the estate and when it is up for probation, that oftentimes it means the 
liquidation of that corporation. 

Senator SparkMAN. The forced liquidation. 

Senator Ture. Absolutely. And then you have a dispersal of the 
business as well as the family holdings, and usually you see another 
corporation swallow it up. We have talked about it and tried to 
legislate in that field. There is a need to legislate in that field be- 
cause, gentlemen, if we should be so unfortunate as to lose the continu- 
ation of youth entering into the field of management and assumption 
of responsibility—then we have lost the basis of the great progress that 
the United States has achieved industrially and commercially, as well 
as in the field of thrift, in saving and providing for one’s own personal 
security. I say that because management and responsibility builds 
thrift. It brings the family closer together. 

When I go into a business establishment and I see the wife keeping 
the books and the young husband hustling about and looking after the 
affairs, whether it is in a grocery store, or gasoline station, or what- 
ever it might me—perhaps a little machine shop—I know that there 
is unity there. They need not ever worry about that unity deteriorat- 
ing because they grow closer to one another under such responsibility. 

That is why this small-business question is so important in the social 
as well as the economic structure of this Nation of ours. 

Senator SparKMAN. Let me ask you one more question. I was not 
here for all of your statement, I am sorry to say, but did you include, 
or does your bill include, or does your advocacy include, the abolition 
of the so-called advisory board ? 

Senator Ture. S. 1789 does not abolish the board. Of course, that 
has been and ‘is debated at various times. But it has such a section in it. 
Senator Sparkman. That is all. 
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Senator Capenart. What advantages are there in eliminating one 
board and getting another ? 

Senator Tuyer. I do not know that there would be any specific ad- 
vantage. I had thought that the agency might well stand as an inde- 
pendent agency. 

Senator Carrenarr. Even if it did would it not need a board of 
directors ¢ 

Senator Tuyr. I would think not. A good administrator has the 
responsibility of either making and maintaining a good record or out 
he goes and somebody else takes his place. 

Senator Carenart. Did you ever know of a corporation that did 
not. have a board of directors ¢ 

Senator Tuyr. No, I have not, but I have known of some very good 
establishments with individuals at the head of them, and I think you 
are a good example of that. 

Senator CarrHart. But I think the problem is entirely different. I 
do not see how you can operate a bank or a loaning agency such as this, 
without either a board of directors such as we have at the moment— 
which the advisory board of the Secretary of the Treasury and the 
Secretary of Commerce is—or you will have to set up a board of 
directors with a president and a chairman of the board. I will never 
vote for an organization which is to have one man at the head of it, 
such as the Small Business Administration, where that one man re- 
ports to nobody except himself. 

Senator Ciark. I wish the Senator would take the same view toward 
our friend, Mr. Cole. 

Senator CaprHart. Mr. Cole does not lend any money. Mr. Cole 
is a 100-percent coordinator of about 15 agencies. He is the head of 
the HHF A. 

Senator Crark. They do not have a board of directors either, do 
they ¢ 

Senator Cargnartr. Oh, yes; they do. 

Senator CLtark. FNMA? 

Senator CargenHarr. FNMA. I cannot say whether it does or does 
not. If it does not it should. But I would say we would have to 

have a board of directors, or a group of advisers, because I do not 
believe we want to trust one man. We do not do it in business and I 
do not think we would want to do it in this instance. 

Senator Ciark. As I understand it you do press on us 8. 545 despite 
what Senator Capehart said. Is that correct ? 

Senator Turse. Yes. My concern is that this agency be extended and 
become a permanent one. If the feeling arises both administratively 
and within the majority of the Congress that there should be some 
advisory board, that is not as important an issue as is the permanent 
status of this agency. 

There was a time when I thought that the loaning policy was too con- 
servative and that the Administrator was hampered by a conservative 
philosophy that did not permit the agency to do the business we had 
in mind at the time the act was introduced and legislated. I was 
critical of the apparently conservative, timid, and cautious action of 
the administrators, and there was more talk then than there were 
loans granted. I was vocal in my criticism, too. 

I will say in the recent year the history of action has been much 
better. That may be due to the fact that they have gotten their feet 
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on the ground and gotten the general feeling of how to administer 
this. Iam proud of the past year’s record and I could not have spoken 
so of the first year or two of their record. It was at that time I said I 
feared that the influence of the advisory committee was having a dete- 
riorating effect upon the loaning agency or the policy that was devel- 
oped to make loans. 

Senator Ciark. Are there any other questions? Could I ask you one 
final question? Do you find in Minnesota any need for an agency 
which would assist small-business men in raising equity capital? There 
have been some discussions now and 1 or 2 bills have been introduced, 
one by Senator Sparkman, which would set up an investment company 
on the theory that the normal methods of raising money for larger 
businesses are not applicable to small business, and that there is a 
great need for equity capital. I wondered if you found that condition 
to exist in your home State. 

Senator Ture. I would not answer with any positiveness on that 
because it is a field which is very sensitive and it needs to be carefully 
studied. I have felt this loan agency, with the banks participating, 
might well serve the need without going any further. 

Senator Cuark. Those, of course, are short-term loans. 

Senator Torr. That is true. However, if we could effect some 
changes in our tax structure I am quite sure that this would meet the 
small-business man’s requirements in the financial field. If his tax 
burden is less there is an easier way for him to retire his incurred 
obligations and there are more private funds that would be free to go 
into the field of venture capital. 

Senator Ciark. Thank you very much, Senator. I think we are all 
in accord that those changes are needed, and I guess we are also in 
accord it is not within the jurisdiction of this particular committee 
to make them. 

Senator Tuyr. I thank you, Mr. Chairman and members of the 
committee, for the time you have given to me. 

Senator Crark. Mr. Philip F. Harling, representing the Theater 
Owners of America, Inc. Mr. Harling, we are happy to welcome you 
before the subcommittee. I see you have a prepared statement, here. 
I wonder whether you wish to read it, or would you be satisfied with 
having it placed in the record and then just giving us the benefit of a 
summary of your views? 


STATEMENT OF PHILIP F. HARLING, APPEARING FOR THE 
THEATER OWNERS OF AMERICA, INC. 


Mr. Hartrne. I would just as soon have the memorandum placed in 
the record and I would like to make some other remarks in connection 
with the memorandum. 

Senator Crark. Then Mr. Harling’s prepared statement will be 
placed in the record at the conclusion of his remarks. Mr. Harling 
will you just proceed in your own way, please ? 

Mr. Hartaine. Mr. Chairman, I was particularly interested in the 
last question you addressed to the speaker who was sitting here a mo- 
ment ago with regard to equity capital. Asa matter of fact, this mem- 
orandum which we have prepared is more or less in the nature of a 
request for recognition for equity capital for an industry which today 
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is very, very much in dire need of help. One of the most important 
needs of the theater industry today is to obtain private mortgage 
financing and refinancing. nn 

Since 1950, I believe, no loan of any consequence has been granted 
to a theater by any private lending company. For some reason all 
doors to loans to theaters have been closed. 

I would like to go back just a moment if I may. It was only last 
September that the theater industry was recognized as being eligible to 
receive some of the benefits under the Small Business Administration. 
This was brought about because there was an industry hearing before 
one of your committees and in that hearing there was a recommenda- 
tion to the effect that theaters should be included, that is, four-wall 
theaters should be included under the benefits of the Small Business 
Administration. 

When a petition was made and a hearing was held and it was decided 
to include us, we were included except when we sought to obtain some 
of the benefits under the act we found none of the benefits that were 
there could help us materially. One of the most important things that 
we felt was needed was the recognition that our industry is an integral 
part of the common welfare of the Government; that it could not die; 
that there would be a chain reaction if this industry fell. 

Other people who are in it, most of whom are pioneers, have every 
confidence and feeling that this industry will continue. 

Now under the act, as it is set up today, loans would be granted 
to business to finance plant construction, conversion or expansion, or 
the purchase of equipment and, among other things, to supply working 

capital or, as may be necessary, to insure a well- balanced national econ- 
omy. That is where we feel we come in. 

Insofar as the second type of disaster loan is concerned, we are not 
interested at the moment. However, our memorandum urges several 
things. 

No. 1, that there should be an adoption of S. 720 whereby the Small 
Business Administration shall be permitted to insure loans to small 
business. 

No. 2, that the agency shall be a permanent agency. 

No. 3, that the amount of the loans should be increased in the con- 
templated bill from $250,000 up to $1 million and that the maturity 
of the said loan should be extended from 5 years and 32 days to 20 
years. 

The reason why we ask for that is obvious. At the present time 
the theater industry, as it is constituted, cannot sell and cannot buy, 

‘annot build or cannot barter, because we do not have the finances 
to do it and none ‘of the lending agencies in existence today will come 
in and lend a hand to this very sad situation. We feel, by the Gov- 
ernment insuring these loans, the people whom we formerly dealt 
with—because prior to the enactment of the Small Business Adminis- 
tration we always received our financing through private sources— 
would again gain the confidence they so badly “need to do business 
with usso that we can advance our cause. 

We advocate that a new policy board be established, consisting of 
the Administrator and two businessmen, who should be authorized 
and empowered to pass upon real-estate loan applications from all 
small businesses, including motion-picture theaters. 
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We feel that the Small Business Administration should delete from 
its rules that a borrower submit written evidence from a bank or other 
private institution, of its inability to obtain a loan 

Senator Ciark. Would you develop that a little as to why you 
think it is desirable ? 

Mr. Hartine. We have found that the average businessman does 
not like to walk into an institution where he has been doing business, 
or his bank, and then get a written turndown that he is not a good 
credit risk, and then have to go to the Government with this piece 
of paper as evidence for all time saying he has not enough capital, 
background, business judgment and all of the operating experience 
required to run a theater. 

enator CiarK. Suppose you do not do that? Are you not going 
to find the Small Business Administration in competition with private 
banking and private industry ? 

Mr. Harting. No, sir. We feel that the industry has always de- 
pended upon private banking and private industry. What it needs 
today is the assistance of the Government to insure its loans. In 
other words, they would be willing to pay the extra fee required for 
the insurance, to do business with these private people, because in 
that way they will have freedom of action. 

But, to go to a bank first and get turned down in writing, and 
then go to the Government, is something which is not readily digesti- 
ble by the average theater owner. 

Senator Crark. How would you control the situation where some- 
body would go right to the Small Business Administration without 
having made an effort to get a private loan first ? 

Mr. Hartrne. We had instances of 11 applications made by theater 
people to the Small Business Administration, and out of the 11 only 
2 have been granted, the total amount of the loans being less than $50 
thousand; in other words, there have been 9 turndowns. 

Senator Crark. But that does not quite answer my question which 
is, how could we set up administration of this act under which the 
Small Business Administration would not constantly be passing on 
applications which private banks and commercial banks would be 
quite willing to finance if the lender went there ? 

Mr. Haruna. As I understand it, the applications would be ini- 
tially granted by the Small Business Administration. The method 
of procedure to determine whether or not a loan would be qualified 
would be, or should be, the same as exists in the private institutions. 
Whether or not the private institutions would send their appraisers 
and investigators out to investigate one, I do not know. Whether 
included in the 1 or 2 percent that the Small Business Administration 
would charge, would be part of the service, I do not know either. 
But in any event I think it would be logical for either one of those 
two to make that investment or credit risk. 

Senator CrarK. Go ahead. 

Mr. Harurne. I would like to suggest S. 1762, title I, does not pro- 
vide for loans to be made by approved lenders. The requirement 
of a fund of $700 million we feel would be unnecessary when a much 
lesser fund to be used for premium purposes, or guaranty purposes, 
would do the same job. 

Summing up, the intent of our petition is to broaden the scope of 
the Small Business Administration so that under a revised permanent 
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policy board, which would consist of the present Administrator and 
a businessman and a banker, it can approve the real-estate mortgage 
loans to the industry 

Senator Carenart. Would you yield? Why do you like a banker 
and a small-business man better than you do the Secretary of the 
Treasury and the Secretary of Commerce ? 

Mr. Haruna. Because I feel these people know our business, They 
are in the community where our theaters operate. They do business 
with them all the time and they know our problems and how we pay 
their bills and how we buy. 

Senator Carenarr. But he would not know your problems in Osh- 
kosh, Wis., would he, sitting here in Washington ? 

Mr. Harqtne. Yes; he would. If a banker, no matter where he 
comes from, would be given a theater applic ation loan he would be 
in a very good position to know how that man operates his business, 
from the theaters in his own town. 

Senator Carrnarr. Better than the Secretary of the Treasury ? 

Mr. Hariine. Most definitely. 

Senator Carenarr. Why ? 

Mr. Harwina. Because he knows and has assisted and has done 
business with these very people on whom he is passing judgment. 

Senator Carrnarr. Do not the Secretary of Commerce and the 
Secretary of the Treasury likewise have that same experience ? 

Mr. Haruna. I do not believe they have the experience and the 
intimacy that the banker has with the people with whom he deals. 

Senator Crark. Mr. Harling, would you provide that the business- 
men should be paid for their services on a full-time or part-time basis, 
or would you have them be volunteers? 

Mr. Harutne. I would say most definitely they be fully recom- 
pensed on a full-time basis. I would sum up by saying that we advo- 
cate the adoption of S. 720 and S. 1762 insofar as title II is concerned, 
and that the specific recommendations so far as loans are concerned 
be increased from $250,000 to $1 million. 

Senator Carrnarr. Will the gentleman yield? Why would you 
advocate that, being a little theater owner? Can you envision a little 
theater borrowing $1 million ? 

Mr. Haruna. I can envision the theater costing $1 million. 

Senator Carpruarr. Yes. I can too, but can you envision a theater 
borrowing $1 million ? 

Mr. Hartrne. Yes, sir, I can. As a matter of fact, the company 
I am associated with has several theaters of that type where $1 mil- 
lion is just a good round sum for the type of house that we operate. 
Tecan give you an example. 

Senator Carenarr. Are you thinking in terms that we are going to 
loan money to build theaters ? 

Mr. Hartine. No, lam not thinking in those terms. 

Senator Carenarr. Then how can a theater already constructed 
need $1 million ? 

The best we can do here would be to lend them working capital. 

Mr. Haruna. I can understand where a million dollars might seem 
an awfully large sum for a theater, but I can give you an ex- 
ample where $1 million would not be too great a sum for restoring one 
theater. Take a theater you probably never heard of, the Brooklyn 
Fox Theater, That theater is in Brooklyn, N. Y., a 4,000 seat house 
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which originally cost $6 million in 1928. To put that theater in con- 
dition today and to modernise it and repaint it and do the structural 
repairs necessary and rearrange the balconies would take $1 million, 

Senator Carenart. You think the Small Business Administration 
would maybe loan $1 million to them to do it ? 

Mr. Harirne. That would be perhaps the exception, Senator, but 
I would say generally speaking the sum of $250,000 would not be ade. 
quate for some of the larger theaters in the United States in the larger 
cities, if they are going to do real jobs on them. 

Senator Carenart. I think we want to make sure we keep this a 
small business organization. The trouble with the RFC was they 
got completely out of hand by loaning millions and millions. 

Mr. Harurne. I realize that. 

Senator CarrHart. We can make this organization a very success- 
ful one if we keep it a small-business man’s organization. When we 
get up to loaning $1 million to one company it is no longer small 
business. 

Mr. Haruine. If I may say this: I have asked for $1 million keep- 
ing in mind we do not want to leave out any specific members of our 
association. 

Senator Carrnart. I congratulate you on that as their secretary. 

Senator Ciark. Mr. Harling, how are you going to meet the argu- 
ment that your recommendation to increase the authorization from 
$250,000 to $1 billion is inflationar y? 

Mr. Haruna. It is the same ratio as the $250,000 bears to the $1 
million. Therefore I would say, were the authorization to go to $1 
billion 

Senator Ciark. But that does not meet the inflationary argument. 
We are all very much concerned here—and I am sure you are aware 
of it—with the impact of inflation in increasing the cost of living. 
We are told an increased authorization for Government lending is an 
inflationary factor. We had it all out on the floor of the Senate all 
last week. 

Mr. Hartina. That is right. 

Senator Ciark. And many an authorization which came out of this 
committee was very much cut down because of the view of the Senate 
that they were inflationary. Here you want to quadruple the amount 
available for loaning and I am asking you how, if we take your ree- 
ommendation, we will face the inflation: ary argument. 

Mr. Harutnea. For this reason. The money available will not come 
from Government itself but private business. We feel private busi- 
ness can stand these loans which they have withheld for many years 
from our industry; not only from our industry but other industries as 
well. 

Senator CrarK. Nevertheless, it increases the total sum of credit 
outstanding. 

Mr. Haruna. That is true. 

Senator Ciark. Is that not inflationary ? 

Mr. Haruna. It would be inflationary if there were sufficient capi- 
tal outstanding today insofar as these businesses are concerned ; but 
where these businesses have not gotten their share of loans I would not 
say it is inflationary. 

Senator Criark. Is your industry having any trouble with tight 
money ? 
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Mr. Harwine. Definitely. It has been for the last 7 years, and that 
is why we are here today. 

Senator Carrnarr. Is it due to tight money, or due to specific con- 
ditions that exist in the theater industry ‘ : 

Mr. Harrie. It is a combination of everything. Tight money is 
No. 1. It has been the competition of telev ision—which is a dirty 
word in our business today, but we still use it—because they give some- 
thing away for free for which we have to charge. 

There is the ever-present race to see what we can grab of the leisure 
time of the American people to bring them into our theaters. In- 
cidentally, sir, I believe you asked whether I was the executive secre- 
tary. I am an attorney by profession. I am not appearing here as 
an advocate except that I am a member of the profession and I am an 
employee of one of the companies which is a member of the Theatre 
Owners of America, and I am doing this on behalf of the association 
as an individual, and not as a part 

Senator Capenart. Is not taxation one of your biggest problems? 

Mr. Haruinea. Yes, it is. 

Senator Capenart. Is that not really your main problem ? 

Mr. Haruna. Taxation is part of the problem because we have re- 
ceived some tax relief. 

Senator Carenart. But it is still too high. What is the admittance 
tax now! 10 percent? 

Mr. Hartrne. Yes, but it only begins to operate when the admission 
fee is 90 cents or over. The major ity of American theaters today are 
below that. 

Senator Carenarr. It used to be 20 percent. 

Mr. Haruna. Yes. 

Senator Carenart. And started at what? 

Mr. Haruine. At the first penny. 

Senator Carenart. It used to be 20 percent and started at the first 
penny ? 

Mr. Haruine. That is right. 

Senator Caprenartr. Was it last year we did that? 

Mr. Haruina. I believe 2 years ago September. 

Senator Capenartr. We reduced it to 10 percent, starting at 90 cents. 

Mr. Haruna. Yes. I understand another approach is being made 
for the purpose of eliminating the tax entirely. 

Senator CapenaArt. It ought to be eliminated. 

Mr. Harurne. I agree with you, and that is what we are hoping for. 

Senator Carenart. There is no reason why a child who goes to the 
theater should pay a tax. 

Mr. Hariinc. We feel that the amount of entertainment given is 
really something worthwhile for the small cost involved. I think we 
have always provided a need for the entire family, whether it is a 
four-wall theater or an outdoor theater. 

Senator Capenart. You used the term “four-wall theater” to dis- 
tinguish between your theaters and the outdoor type? 

Mr. Harrinc. Yes, sir. I have done that specifically because the 
act: provides the benefits only accrue to four-wall theaters and not 
drive-ins. 

Senator Carenartr. Thank you. 

Senator CrarK. Thank you very much, Mr. Harling. 
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Mr. Haruine. Thank you for the opportunity to be here. 
(Mr. Harling’s prepared statement follows :) 


STATEMENT OF PHILIP F, HARLING APPEARING FOR THE THEATRE OWNERS OF 
AMERICA, INO, 


This memorandum is addressed to Senate bills 720, entitled “Small Businegg 
Credit Act of 1957” and S. 1762 entitled “Small Business Act of 1957,’ on behalf 
of Theatre Owners of America, an organization representing in excess of 5,000 
theaters throughout the United States, Canada, and Mexico, and in principle, urges 
the adoption of Senate bills 720 and title II of 1762, with certain additions, correc. 
tions, modifications, and deletions as hereinafter set forth. 

Parenthetically, H. R. 7474 introduced by Congressman Abraham J. Multer, 
has many good features, chief of which is the establishment of a permanent Small 
Business Administration and a Policy Board consisting of the SBA Administrator 
and a representative each from small banking and small business. 

In March of 1956, the entire motion-picture industry had an opportunity, 
through the representatives of production, distribution, and exhibition, to make 
personal appearances before your Committee on Small Business of the United 
States Senate. The record was voluminous, and the testimony given by the 
proponents of the different divisions of the industry was most revealing in their 
wide-apart viewpoints. 

In this era of “tight money” the economic health of the national economy 
is in jeopardy, particularly the motion picture industry, theater division, which 
has felt among other things, the effects of the scarcity of real estate mortgage 
money beginning with 1950. 

The welfare of any particular industry is and should be of special significance 
to the Administration since any such adverse effect can, by a chain reaction, 
contaminate other industries and businesses in the country. 

When all business required financing during and immediately after the de- 
pression which began in 1930, the Government set up various boards, commit- 
tees, and administrations to revive the national economy. We had the NRA, REO, 
CCC, FHA, VA, HOLC; every conceivable combination of letters of the alphabet 
were used to help put the national economy back on its feet, although many of 
the letters have long since disappeared. 

One industry which formerly enjoyed a prosperous economy has been severely 
hurt and unless help is forthcoming will be in serious jeopardy—the motion- 
picture industry. This industry more than any other has felt the ravages of 
television competition. The public is able to enjoy, without charge, that which 


he must pay for in the theater. The result has been that several thousand 
theaters closed their doors during the last 5 years, never to open again, Others 


will surely close if help is not given. 

And yet, there is and always will be a definite need for the motion picture 
theaters in the American way of life. Time and time again they have proven 
to be the bulwarks for maintaining national morale and for enjoyment of the 
mass of the people at reasonable and fair prices. 

Dark theaters can only mean dark streets, empty stores, no traffic, no retail 
business, and a diminution of normal daily activity, which is so necessary to 
the public health, welfare, and economy, 

- On September 5, 1956, a personal appeal was made to the legal department 
of the SBA by representatives of the Theater Owners of America, to include 
theaters among businesses eligible to receive loan aid under the SBA. On or 
about September 28, 1956, the Policy Board of the SBA, relying on the report 
of its legal department, declared 4-wall theaters eligible to receive help from 
the SBA, according to its rules and regulations and the Small Business Act 
of 1953, as amended by Public Law 268 of the 84th Congress. 

In expressing the policy of Congress with regard to American small business 
and the Small Business Administration, section 202 of the Small Business Act 
says: 


“POLICY OF CONGRESS 


“The essence of the American economic system of private enterprise is free 
competition. Only through full and free competition can free markets, free 
entry into business, and opportunities for the expression and growth of personal 
initiative and individual judgment be assured. The preservation and expan- 
sion of such competition is basic not only to the economic well-being but to the 
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security of this Nation. Such security and well-being cannot be realized unless 
the actual and potential capacity of small business is encouraged and developed. 

“It is the declared policy of the Congress that the Government should aid, 
counsel, assist, and protect insofar as is possible the interests of small business 
concerns in order to preserve free competitive enterprise, to insure that a fair 
proportion of the total purchases and contracts for supplies and services for 
the Government be placed with small-business enterprises, and to maintain and 
strengthen the overall economy of the Nation.” 

The motion picture exhibitors are no better off now than they were before 
they became “eligible” to apply for loans under the SBA. 

One of the most important needs of the theatre today is to obtain public or 
private mortgage financing and definancing. All the lending institutions have, 
for the past 6 years, closed their doors to theatre owners. This is common 
knowledge and has been brought about partly by the impact of television on 
the motion picture industry, and more recently due to the unfavorable condi- 
tions of the mortgage market. Under the present SBA rules, there are two 
types of loans: 

1. Business. To finance plant construction, conversion or expansion, or the 
purchase of equipment, facilities, machinery, supplies, or material; to supply 
working capital; or as may be necessary to insure a well balanced national 
economy. 

2. Disaster. To rehabilitate businesses or homes damaged or destroyed by 
storms or other natural catastrophes, or to aid businesses which have suffered 
substantial economic injury because of severe drought conditions. 

Neither of these two types of loans contemplate a regular long-term mortgage 
loan. 

However, despite the lack of authority to make a straight mortgage loan, the 
SBA may take back as collateral a mortgage on land, buildings and equipment, 
provided, the loan is made for any of the purposes as enumerated in paragraphs 
(1) or (2) above. The mortgage principle is therefore recognized. 

A provision which is repugnant to a prospective borrower in order to qualify, 
is the necessity of first having to go to a lending institution; get turned down, 
and then obtain a letter or some other writing to the effect that he has been 
turned down, which letter turn down is then annexed to his application for a 
loan from the SBA. This requirement raises a negative presumption that the 
prospective borrower is insolvent; that his credit is not sound; that he cannot 
efficiently run his business and perhaps his character and reputation are subject 
to question. No American businessman wants to be placed in such a compromis- 
ing position. 

The onerous collateral requirements and the complicated and voluminous data 
that must be obtained before the application can be considered, is sufficient cause 
for abandonment of any attempt to put an application through the SBA. Only 
two small theatre applications have been approved to date. 

Today mortgage financing is absolutely essential to the motion picture ex- 
hibitors if they are to survive and remain an integral, necessary and important 
part of every community in the United States, contributing to the national econ- 
omy, growth and general welfare. 

The Loan Policy Board of the SBA has the authority to revise the general 
loan policies of the agency to fit the changing conditions and needs of the na- 
tional economy. This language is used by the SBA itself. 

The Theatre Owners of America, in behalf of its members, and in behalf of 
those other exhibitors wo may deem it expedient to join in the instant application, 
recommend as follows: 

1. Section 101 should be broadened to permit an “approved lender” to be a 
bank, insurance company, building loan association, and any other approved 
lenders found to be qualified and eligible for insurance of loans against loss of 
principle and interest. 

2. That section 102 be amended so that the aggregate principal amount of 
loans would not exceed $1 billion instead of $250 million in said bill and that, 
after July 1, 1958, the President may increase this limit to $1,250 million. 

8. That Senate bill 720 be adopted, with the following changes: That section 
105 (b) be amended to increase the amount of a loan from $250,000 to $1 million, 
and that the maturity of said loan be extended from 5 years 32 days to 20 years. 

4. That a policy board be established under S. 720 consisting of the Adminis- 
trator and two businessmen, who should be authorized and empowered to pass 
upon real-estate-loan applications from all small businesses, including motion- 
picture theaters. 
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5. That the SBA delete from its rules that a borrower submit written evidence, 
from a bank or other private institutions, of inability to obtain private financing 
as a condition precedent to filing an application for a mortgage loan. 

6. That a qualified borrower shall be deemed to be a person, firm, or corpora- 
tion having been actually engaged in the operation of a four-wall motion-picture 
theater continuously at least 1 year prior to the filing of an application for a 
mortgage loan, whether such applicant be an owner, lessee, or sublessee, or sub- 
tenant of such theater property. 

7. That, where a motion-picture exhibitor does not possess the right to mortgage 
a neal because such power or right belongs to an owner of a theater building 
who is not an operator, such owner shall have the right to make such mortgage 
application, provided the theater has been in continuous operation for at least a 
period of 1 year prior to the filing of such application. 

8. That small business, within the meaning of the SBA, would be deemed to be 
a unit doing a gross business not in excess of $1 million per year, irrespective of 
affiliation or connection with any company or enterprise, provided it can be iden- 
tified as an independent, operating business. 

Senate bill 1762 be adopted with the following deletions, additions, certain 
corrections, and modification : 

9. Section 102 be amended by deleting therefrom the following words: “which 
is not dominant in its field of operation.” 

10. Section 1083 (a) should be amended so that the Policy Board shall consist 
of the Small Business Administrator and two businessmen. 

1. That title 1 of S. 1762 does not provide for loans to be guaranteed by 
“approved lenders” and, moreover, the requirement of a fund of $700 million is 
unnecessary when a fund of $10 million, to be used for the insuring of mortgage 
loans, is adequate to carry out the spirit and intent of the Small Business 
Administration Act, and, therefore, we are not in favor of this title I of S. 1762. 
Title II of S. 1762 should be adopted with the following additions, corrections, 
deletions, and modifications : 

12. Section 202 be amended to increase what may be the aggregate amount to 
which loaned from $250 million to $1 billion, and that the President be empowered 
to increase this limit up to $1,250 million. 

13. Section 205 (b) should be amended whereby the amount of each loan would 
not exceed $1 million and that the maturity of same should not exceed 20 years, 

14. Section 207 be amended so that the operation of this title II would vest and 
be administered by the Administrator of the SBA and two businessmen who 
would be designated as the Policy Board, and that wherever in title II reference 
is made to the Administrator, it would include the Policy Board as hereinabove 
suggested. 

The intent of this memorandum is to broaden the scope of the Small Business 
Administration so that under a revised, permanent Policy Board it can approve 
and guarantee real-estate-mortgage loans to the theater industry and other in- 
dustries similarly situated upon such terms and conditions as are legal and Cus- 
tomary for mortgage loans of this type to be made, and it is again specially 
emphasized that the provision requiring proof of failure to obtain a loan from a 
private institution be eliminated as onerous and unnecessary. 


Senator CrarK. Mr. George J. Burger, vice president of the National 
Federation of Independent Business. 

Mr. Burger, we are happy to welcome you here. I see you havea 
short statement. Do you wish to place it in the record ? 


STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT, NATIONAL 
FEDERATION OF INDEPENDENT BUSINESS 


Mr. Burcer. No, Mr. Chairman. I would like to read it. It is 
very short. 

Senator Ciark. Go right ahead. 

Mr. Burcer. I am George G. Burger, vice president and Washing- 
ton representative of the National Federation of Independent Busi- 
ness. I am appearing here solely for the member ‘ship of the federa- 
tion. Our head office is located in Burlingame, Calif., with division 
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offices in Chicago, Cincinnati, and New York City, and the legislative 
office here in Washington, D. C. We represent independent business 
and professional people in all vocations from all parts of the country. 
We have the largest directly supporting membership of any business 
organization in the country. 

Senator Crark. Would you mind telling us what the size of your 
organization is? 

Mr. Burcer. Approximately 100,000 individual members; al] vot- 
ing members, not groups. Our position on legislation is dictated di- 
rectly by our membership. We poll our members on all important 
issues, and we are committed by their majority vote, and, as it per- 
tains to the Small Business Administration, our nationwide member- 
ship has been polled six times since the legislation for the creation of 
this agency was first instituted. 

So as not to bore the committee with a long, detailed statement 
as to our views on the Small Business Admuinistration—we have 
covered this in full detail in our appearance before the Senate Small 
Business Committee under date of March 15, 1957. 

Senator CiarK. I would like to make it clear for the record that 
your appearance in March was not before this subcommittee of the 
Banking and Currency Committee, but before the Select Committee 
on Small Business. 

Mr. Burecer. Yes, sir. 

Senator Crark. Which is a different committee than this one. 

Mr. Bureer. Exactly. Your committee well knows that in the 
first instance we recommended that the Small Business Administra- 
tion be made a permanent agency, and we also recommended the 
elimination of the Policy Board being set up, consisting of the Secre- 
tary of the Treasury or his alternate, the Secretary of Commerce 
or his alternate, and the Administrator of the Small Business Ad- 
ministration. Our position today, on direct nationwide vote of our 
membership, remains the same. We do not believe the agency can 
successfully carry out the will of the Congress with divided authority 
in the top bracket. 

Senator Ciark. Why do you say that? Are not these three ex 
officio members in the Administration merely like a board of directors? 
Why should they be eliminated ¢ 

Mr. Burcer. Senator Clark, representing the federation I have 
lived with the Small Business Administration from its inception. 
My first experience with regard to the Policy Board was on a return 
from a nationwide trip to our head office at Burlingame, Calif. I 
visited the regional offices of the Small Business Administration at 
San Francisco, Los Angeles, Minneapolis, and Kansas City. When 
I came back to Washington on or about October 23, 1953, I found 
a serious situation in the administration of the act as it would apply 
tosmall business. It resulted in a conference with the then Adminis- 
trator, Mr. Mitchell, and his deputies, and his counsel. The con- 
ference lasted some 2 hours, at which time Mr. Mitchell recom- 
mended a joint conference be held with the Secretary of the Treasury 
and the Secretary of Commerce, the Administrator and myself. We 
went into conference on October 26, 1953, and from that point on the 
Whole application of the act was changed with respect to all small 
business of the Nation, because up until that time you had to be an 
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essential war business before you could get qualified for a Small 
Business Administration loan. At the same time at Kansas City we 
found a situation there where the grain storage people came in for 
loans. Their loans were refused, but nevertheless they were assured 
an income from the Department of Agriculture. 

I brought that up at the conference with the Treasur y Department, 
the Commerce Department, and the Administrator. 

Further answering your question, Senator Clark, we believe, with 
no disrespect to the Treasury Department or the Commerce Depart- 
ment, that we do not believe they have the common unde1 ‘standing 
of small business. 

Senator Cuark. I wonder, Mr. Burger, if it could be true that that 
is the fault of the particular individu: als who hi appened to be occupy- 
ing those positions, rather than an administrative deficiency in the 
setup of the act? 

Mr. Burcer. That I cannot say 

Senator Crark. In other words, as Senator Capehart argued a little 
while ago, do you not need this board of directors? If you do not 
like the directors it is an easy thing to change that, but do you not 
need the directors? Maybe it is not so easy. 

Mr. Burcer. Senator Clark, I have spent better than 50 years of 
my business life in small business. I have a fair knowledge of the 
operations of big business. I heard a very high-type financial man 
within the past 2 or 3 weeks, one of the old guard, in New York, say 
that when it came to directors of banks—and this is his view and not 
mine, and he is a very, very successful financial man—he maintains 
that no director of a corporation should be permitted to become a di- 
rector of a bank ; no officer of a corporation. 

Senator Crark. How does this relate to this Policy Board? Can 
we get back to that ? 

Senator Carenartr. Will the gentleman yield ? 

You used this Mitchell example. There is not any question that 
you and your organization did a lot in the early days of the Small 
Business Administration to help them in formulating their policies 
and their programs, because the whole thing was new, and the Korean 
war was going on, and someone had to doit. You and your organiza- 
tion did a splendid job, I think, in assisting them. But once they 
started to stretch their legs and got the process working out, has it not 
worked well since then ? 

I agree with you it ought to be on a permanent basis. Either that, 
or we ; ought to extend it for 5 years, or something of that sort. I do 
not like this year-to-year extension, or every 2 years. I agree with you 
on the policy. At least it should be every 5 years, or every 10 years. 
I have nothing against the policy, but do you not think it has been 
working fairly well # 

Mr. Burecer. Senator Capehart, let me answer both your question 
and Senator Clark’s. There was a statement made very recently, 
within the past 30 days, quoted in the press, by the Under Secretary of 
Commerce, or the Assistant Secret tary of Commerce. He charged or 
stated, as it was told in the press that one of the contributing reasons 
for the failure of small business was the lack of managerial experience. 
We have heard that and we are wondering whether that theme or that 
thought goes down to the Policy Board in setting the overall policy. 
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Senator Capenart. It does not follow because some employee of 
the Department of Commerce, which has thousands and thousands of 
employees, made that statement, that that is the policy which they 
follow. 

Mr. Burcer. But I believe that same gentleman acts as the Secre- 
tary of Commerce’s alternate. I think in your counterpart committee, 
the House Banking and Currency Committee, just as a matter of in- 
formation—and maybe you members of the committee are aware of 
it—there have been recommendations made by other witnesses, and 
even by some of the members of the committee, of an advisory board 
bringing in the Secretary of Commerce or his alternate, and a small- 
business man. We did not make the recommendation. 

Senator Capenart. If you will yield again, if I were going to make 
any recommendation on this subject it seems to me that it might well 
be that you keep the setup as it is, but have an advisory group of 25 
men by regions in the United States, which would meet every quarter, 
or twice a year. Then they would make a report to the Congress and 
to the President as to the general policies adopted by this group as to 
the operation of the Small Business Administration. 

I would go for something like that, which I think might well be 
helpful, but I cannot agree with you and go for a one-man operation. 
Iam not particularly wedded to having the Secretary of the Treasury 
or the Secretary of Commerce, but I think you would have to have 
some group or board of directors in there to take their place, because 
you have it in your own business. Your small business agency has a 
board of directors. 

Mr. Burger. Exactly. 

Senator Carrnart. And they make the policies. 

Mr. Burcer. Not as far as legislative or economic programs are con- 
cerned. The members do. 

Senator CaprHart. But they make the general policies. They elect 
officers. We are here to listen to the witnesses and get their ideas and 
suggestions on what we are doing, but I do want to say this—and I 
want the record again to show it—that you were a great help, in my 
opinion, to the organization of this agency from its beginning. As you 
know, I was chairman of this committee when the bill was passed. 

Mr. Bureer. That is right. 

Senator Caprnart. You remember the big debate we had on the 
floor of the Senate, and the great interest there was in it. Then after 
it was set up you remember it took some little time to get it going, 
and going properly. We had a couple of directors. Mr. Barnes was 
the second director, was he not ? 

Mr. Burcoer. That is right. He was acting counsel and moved in 
as director. 

Senator Caprnart. Yes. But I remember the great help you were 
to the committee, not only in writing the bill, but also in getting it 
going well. I am under the impression it is doing exceptionally well. 
Am I right or wrong about that? 

Mr. Boreerr. It is. It is. 

Senator Carrnart. I think if we make it permanent, or extend it 
for 5-year periods, just like we do the Export-Import Bank, that would 
accomplish the purpose. I do not believe we ought to increase the 
amount that they can loan any one concern. We ought to keep it a little 
business organization. 
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Mr. Burger. As to the ceiling on the loans, we have no recommenda- 
tions on that. 

Senator Carenart. But I wish you could help us to get a graduated 
income tax for business. 

Mr. Burcer. We are working on that, Senator Capehart. 

Senator CaprHart. And also a permanent amortization for the facil- 
ities that they buy. 

Mr. Bureer. Our position on that is with you. We have been before 
the Senate Finance Committee. 

Senator Caprenart. I know you have been advocating both of those 
things. They will do more good than any two things or any dozen 
things we can do to help little business. Believe me. I know what I 
am talking about. 

Mr. Burcer. May I continue, Mr. Chairman ? 

Senator Ciark. Yes. 

Mr. Burerer. The Senate Small Business Committee has recom- 
mended that the Administration be made a permanent agency and 
since that time bills have been introduced by both Senators Sparkman 
and Thye, providing that the agency be made a permanent agency 
of the Government. 

I want to pay particular credit to the line of questioning put to me 
during my appearance before the Senate Small Business Committee 
by both Senators Sparkman and Thye as to the overall operation of the 
Small Business Administration during the life of the agency, and it 
would be my opinion that they would concur in our recommendations. 

Senator nn This is again the Select Committee on Small Busi- 
ness you are referring to. 

Mr. Burcer. I would like to see the day come that I have been 
fighting for for the last 6 years when we will have that a standing 
committee. 

Senator Ciark. Yes, but the only point I want to make is that it 
is not this committee. 

Mr. Burger. I know it is not this committee. 

Senator Carenart. You would not want to take that jurisdiction 
away from us? 

Mr. Bureer. You know, Senator Capehart, the fight we made on 
that thing, and only a year ago last July I was able to get 72 Senators 
to go along with that. 

Senator Capnuart. I used to be on that Select Committee on Small 
Business myself. 

Mr. Bureer. I will make that correction then. 

Shortly after the agency was created in the summer of 1953, and con- 
tinuing right up to ‘the present moment, we have made it our per- 
sonal interest to check at the top and the local levels into the operations 
of the Small Business Administration to make certain that the will 
. of Congress is being carried out. To a degree, we feel satisfied that 
our action in this respect has been helpful to the agency itself and to 
small business which we represent. 

In July 1956, speaking for the federation, in a conference with Dr. 
Arthur Burns, the then Economic Adviser to the President and Chair- 
man of the President’s Cabinet Committee on Small Business, we 
made seven specific recommendations on small business to be considered 
by this group, and one of the principal recommendations was that the 
Small Business Administration be made a permanent agency and 
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that full control be vested in the Administrator in setting the policy. 

In our appearances, by invitation, before the platform committees 
of both the Republican and Democ1 atic National Conventions in Chi- 
eago and San Francisco, again one of the principal recommendations 
we made before those groups was that the Small Business Administra- 
tion be made a permanent agency, with control vested exclusively in 
the hands of the Administrator. There were no outward comments 
from members of the platform committees of both parties as to any 
objections and in this respect we are glad to note that after my ap- 
pearance before the Small Business Committees of both the Senate 
and the House, Mr. Barnes, the Administrator, announced the Admin- 
istration would favor the agency being made a permanent agency. 

There are bills presently before your committee which embody. the 
recommendations of the membership of the National Federation of 
Independent Business, and in each instance the vote has been over- 
whelmingly in favor of adoption of these bills. 

In our appearances before the Small Business Committees of the 
Congress we have made our recommendations as to the overall policy 
which should be used in a continuing agency which would be, as Con- 
gress expected it to be, a real help to efficient, progressive, independ- 
ent business of all descriptions. 

In my appearance before the House Banking Committee under date 
of May 15, it will be found, to the credit of that committee, their in- 
terrogation during the time I was on the stand was most complete as 
to the overall problem facing small business. 

Finally, Mr. Chairman, we know of no other agency in the Federal 
Government that is subject to policymaking in conjunction with any 
other Government agency. We do not believe that the Treasury De- 
partment has a full understanding of the problems of small business, 
and we hold the same view as it relates to the Department of Com- 
merce. Both of these Departments have their rightful place in our 
Government, but they do not belong in any direct action that will be 
helpful to small business. 

Senator Crark. Mr. Burger, does your organization take any posi- 
tion on S. 2160, which was introduced by Senator Sparkman and var- 
ious others, including me, for the purpose of making capital more readi- 
ly available for financing small business ? 

Mr. Burcer. I think I could not answer you at this moment, but I 
will check the records of the mandate poll and advise you of what po- 
sition we took on that bill. When was that bill introduced ? 

Senator CiarK. Only on May 27. 

Mr. Burcer. Then we would not have that. I can tell youthat. It 
might be coming up on the current mandate coming out now. 

Senator CLark. However, that is a rev — of S. 719, which was in- 
troduced earlier. That was introduced on January 17. The purpose 
is to provide national investment corporations which would make long- 
term loans to small business. I personally would be very interested in 
knowing what your organization’s position was. 

Mr. Burcer. Wh: _ was that original bill ? 

Senator Crark. S. 719. 

Mr. Burger. I will find out and you will know. 

Senator CLark. Thank you very much, Mr. Burger. 

The hearing will recess until 10 o’clock tomorrow morning. 

(W hereupon, at 11:20 a.m. the subcommittee recessed until 10 a. ma. 
the following day, Tuesday, June 4, 1957.) 
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TUESDAY, JUNE 4, 1957 


Untrep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BUSINESS, 
Washington, D. C. 
The subcommittee met, pursuant to recess, at 10 a. m., Senator 
Joseph S. Clark, chairman of the subcommittee, presiding. 
Present : Senators Clark, Sparkman, and Beall. 
Senator CLtark. The committee will come to order. 
We are very happy to welcome the distinguished Senator from 
Wyoming, Senator O’Mahoney, who has done so much and such im- 
ortant and valuable work in connection with the problem of small 
Sineen. I am sure his testimony will be of the greatest assistance 
to the committee. So will you proceed in your own way, Senator? 


STATEMENT OF HON. JOSEPH C. 0’MAHONEY, A UNITED STATES 
SENATOR FROM THE STATE OF WYOMING 


Senator O’Manonry. Thank you, Mr. Chairman. 

I face a few obstacles this morning. I am expected at a meeting 
of the Committee on Interior and Insular Affairs, assembled at 10 
o'clock to hear the Secretary of the Interior and the Assistant Secre- 
tary of the Interior testify on a new program on the development 
of minerals. I am also a member of the Joint Economic Committee, 
where a panel will assemble at 10 o’clock this morning to discuss 
fiseal policies of the Government. Both of these are of great im- 
portance, and if I may do so I shall make this testimony rather brief, 
although I shall try to summarize the salient facts and recite the his- 
tory of the legislation. 

This legislation had its genesis when I was chairman of the Joint 
Economic Committee. 

Senator Cirark. Senator, would you mind identifying the particular 
bill you have reference to, because unfortunately we have about 15 
of them that we are holding hearings on. Is this S. 719? 

_ Senator O’Manonry. This is S. 2160, a bill introduced by Senator 
Sparkman for himself, Senator Fulbright, Senator Clark, Senator 
Hill, Senator Kefauver, Senator Humphrey, and myself. I am one 
of the cosponsors, because I was the introducer of the first bill dealing 
with this subject that was filed on February 2, 1950, and at that time 
was numbered S. 2975. It had its genesis, as I was saying, in the con- 
cept which arose out of various discussions in the Joint Economic 
Committee and out of the study of the financial concentration that 
was going on, in the belief which I held very deeply, and still hold, 
that if economic freedom is to be preserved in the world it must first 
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be preserved in the United States. Political freedom cannot exist 
without ec onomic freedom, and the open door of investment is essen- 
tial to economic freedom and to the opportunity that the owners of 
private capital may have to invest their own private capital in trade, 
commerce, and industry. 

It was clear that the concentration was such that in many areas 
of the country investment was impossible; first, because the national 
banks, as they now exist and as they have existed ever since they were 
creé ited, were framed at a time when things were vastly different from 
what they are now. The restrictions upon the loaning of the capital 
of national banks are such that they do not afford an opportunity 
for risk capital. What we need above all other things is an organiza- 
tion, a national organization, and a national sy stem, whereby the in- 
vestment of venture capital may be encouraged and may be stimul: ated, 
and at the same time protected from mist: akes, 

As a result of these preliminary matters, the Joint Economic Com- 
mittee in 1949 held a hearing which was requested by an organization 
of bankers. Part I of the heari ings, September 27, 28, and 29, con- 
tains the testimony of Dr. A. D. H. K: iplan, then of the Brookings 
Institution in the United States. After long study he prepared a paper 
for our committee suggesting a scheme for the investment of capital 
for small business. This appears on page 45 of our hearings on the 
“Volume and Stability of Private Investment.” I think it ‘would be 
well to have Dr. Kaplan’s statement made a part of this record at the 
conclusion of my remarks. 

Senator Ciark. The statement referred to by Senator O’Mahoney 
will be made a part of the record at the conclusion of his testimony, 
(See p. 91.) 

ten O’Manonry. This is the only copy I have of those hearings, 
so I shall request the reporter to see it is returned tome. The material 
to which I refer is printed on page 45. 

Senator Cirark. Dr, Kaplan ‘will be a witness later on in the hear- 
ings. 

Senator O’Manoney. Then a pear “ing was held by the Banking and 
Currency Committee on May 2, 1951. I testified before that com- 
mittee and my testimony appears at page 305 of volume 974 of the 
Senate committee hearings, 1951, in the Senate Library. 

Senator Crark. Would you like to have that testimony made a part 
of the record also ? 

Senator O’Mauonry. If the committee so desires, it is available to 
it, I shall not ask that that be done. I do not want to fill the record 
with testimony of past issues, but what I would like to say is this: 
That the country and the world are confronted by the clash between 
free government and arbitrary government. The Communist regime 
is convinced that people can no longer in the modern world act as in- 
dividuals and protect the interests “of all. That is why communism 
desires to set up the dictatorship of the proletariat, The United 
States likes to think of itself as the representative of free nations. 
We cannot have political freedom, as I said at the beginning, without 
economic freedom. When control of money, of investment capital, 
falls into central hands and is not available to the masses of the people, 
then we have a concentration of economic power which eventually 
will lead to the destruction of political power. 
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This bill is designed to provide an incentive and means for the in- 
vestment of private capital in risk enterprises in a manner which will 
create a system that will eliminate the constant hammering upon the 
doors of the Federal Treasury for Federal loans. As long as I have 
been a member of the Senate we have been providing Government loans 
for free enterprise, for small business. Efforts have been made to stop 
the drain upon the Treasury, but the problem has never ceased and 
has resulted in a continuous demand for the aid of the Government. 

At the beginning of this administration quite logically, since the 
administration wanted to take the Government out of private business, 
the Small Business Administration was liquidated. However, the 
demand was so great for Government money to aid small business that 
it was necessary to reestablish the Small Business Administration. 

Now, of course, that puts the Government in the private business 
of loaning capital. If we can find a way which will make the oppor- 
tunity for the owners of private capital to handle their own investment, 
we shall be taking Government out on the one hand and taking monop- 
oly out on the other. I have known many instances in w hich even 
large companies in the West have sought to promote the development 
of some great deposit. They have been compelled to go to eastern 
sources of money to obtain capital, and frequently the demand was 
made after after a loan agreement had been arranged that the loaning 
institution, or some of its assoc lates, would have a 50-50 interest in 
the development. That is exploitation of the opportunity to invest. 

This bill is designed, therefor ‘e, to create a system of national invest- 
ment banks under the supervision of the Federal Reserve Board. As 
I introduced it, it authorized not less than five persons to create such 
a bank and subscribe to its stock, but it also authorized the Federal 
Reserve banks to invest so that they, the Federal reserve banks, under 
proper conditions could provide the necessary capital to start the ma- 
chinery. The whole plan is a plan of private capital promoting new 
ventures, owned completely by private enterprise, and free from  Gov- 
ernment intervention or Government control, subject only to the nec- 
essary regulation of the Federal Reserve Board, which now applies to 
all the banking system. 

In brief, Mr. Chairman, that was the original concept. The bill was 
not acted upon by the committee, and after I got my leave of absence 
in 1952 from the Senate the bill was reintroduced by some of my col- 
leagues, and it has been reintroduced again, Senator Sparkman, Sen- 
ator Douglas, and others, have been sponsors of the legislation. I am 
sure that the evidence that you will receive will indicate not only that 
investment corporations have been successfully established in various 
States, but also that many States are not so equipped that they can be 
established, and this system will create a nationwide opportunity for 
investment capital that is sorely needed to preserve the democratic 
way of life, the American system of private operation in economics 
as well as in politics. 

Senator Crark. Thank you, Senator. 

Senator Spar kman ? 

Senator SparKMAN. Senator O’Mahoney, I am certainly pleased 
as one member of the subcommittee that you came here to testify on 
this bill. As you know, I have regarded you all along as the patron 
of this measure from the beginning. In ‘fact, I am sorry I did not 








88 CREDIT NEEDS OF SMALL BUSINESS , 


hear all of your testimony. You may have told us this, but this origi- 
nally originated in your Temporary National E conomic Committee, 

Senator O’Manonry. No. It originated in the Joint Economic 
Committee, of which you were a member. 

Senator SparkMAN. I was thinking that there was this proposal 
back in the temporary National Economic Committee. 

Senator O’Manoney. There was evidence of it, but it never crystal- 
lized into legislation. 

Senator SparKMAN, I know you introduced the bill originally grow- 
ing out of the discussions and studies in the Joint Economic Com- 
mittee. 

Senator O’Manoney. I think it may be important for me to say— 
and I have not stated it this morning—that after Dr. Kaplan had 
testified before the Economic Committee and had impressed me very 
much with his suggestion, I had conferences w ith the Federal Reserve 
Board and the Metropolitan Insurance Co., in New York. I remem- 
ber on an occasion when we were trying to draft a bill, Mr. Leroy 
Lincoln, who was at that time president of the Metropolitan Life 
Insurance Co., invited me to dinner, I think at the Union League 
Club in New York City, where some of the leaders of the fiscal world 
were assembled, including Mr. Thomas McCabe, who was then the 
Chairman of the Federal Reserve Board. 

Out of that conferenc e that arene we stayed there after 
dinner until : ‘ame a general agreement upon the 
details of the bill. I can say that the measure is as I introduced it 
and had the support of the Federal Reserve Board at that time. Mr, 
McCabe was in a very approving attitude toward the measure, and 
so also was President Lincoln of the Metropolit: in Life Insurance Co. 

Senator Sparkman. Is it not true that the Committee on Economie 
Development has recommended this kind of a program ¢ 

Senator O’Manoney. That is my underst: nding. 

Senator Sparkman. And if I am correct, it has been a continuous 
recommendation 

Senator O’Manoney. That is right. 

Senator SpaRKMAN. Over a period of several years ? 

Senator O’Manonry. That is right. 

Senator SparKMAN. Did you touch on the question as to the inabil- 
ity of the average small business to get loans through the securities 
market at an economical level ? 

Senator O’Manonry. I think I skipped that. I will say, Senator 
Sparkman, I am in a position that many of the Members of ‘the Senate 
are in this morning, with three committees meeting at 10 o’clock, each 
of which I should attend. 

Senator SparkMAN. I have the same thing. 

It is true every study has shown that the small-business man is vir- 
tually foreclosed from utilization of the securities market because of 
the high cost involved. 

Senator O’Manonry. I have pointed out that there are instances 
to my knowledge where persons who have discovered a very excellent 
opportunity for investment capital have gone to the centers of fiscal 
operations in the United States, and have been faced with the requ 
ment of those who had the money to loan that they must surrender 
percent, at least, of the whole enterprise in return for the loan 
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method of exploitation which holds development back. The impor- 
tance of this measure, I believe, is so great that when one considers the 
essential need of preventing socialism upon the one hand and arbitrary 
control through the Communist theory upon the other, that we who 
regard ourselves as the spokesmen for economic and political freedom 
in the world must find a way to make the capitalistic system work. 
This is the capitalistic system. 

Senator SparKMAN. About 4 or 5 years ago, and probably further 
back than that, the Securities and Exchange Commission made a study, 
and in their report it was stated that borrowers of less than $1 million 
simply could not afford to use the securities market method because of 
the expense involved. Certainly in these inflationary times that situa- 
tion has not grown better, but it has probably grown worse. 

By the way, may I relate just this instance which I think you will 
be interested in: Back earlier in this year, probably about the first of 
March or sometime in February, I spoke up at Rochester, N. Y., at a 
small-business meeting, and it was a very fine meeting they had there, 
too. One point I made there was in regard to the need for the avail- 
ability of credit. After the meeting one of the men came to me and 
hesaid, “You know, my family and I have operated this manufacturing 
business”—and he told me what it was—“for over 50 years., We have 
always been able to keep going. But here recently my bank has told 
me they could not carry me any further.” 

He said, “I was just at a complete loss as to what to do. The banker 
was my friend and wanted to help. In fact, after banking hours, that 
is, after business hours, he came to my home and was very much dis- 
turbed about that situation, and he said, ‘I can put you in touch with 
aman that will lend you the money. I am sorry we cannot. I am not 
sure that you want to pay the rate of interest you will have to pay in 
order to get it.’ ” 

It turned out that he could get the money by paying 22 percent 
interest. 

Senator O’Manoney. That is right. 

Senator SrparkKMAN. Small business cannot compete in a money 
market that exact any such tolls as that, can they? 

Senator O’Manoney. It is impossible, and this is the open door. 

Senator SparkMAN. This is the answer. 

Senator O’Manonry. Mr. Chairman, I note you have on your 
agenda this morning as witnesses Mr. Brennan, vice president of the 
Massachusetts Business Development Corp., and Mr. Jenkins, execu- 
tive vice president of the Business Development Corporation of North 
Carolina. These are both instances of the initiation of risk capital 
enterprises which are available and which can be fostered and can 
assist in some areas of the country. However, what is needed, I think, 
iga national organization that will make it available throughout the 
country. 

Senator Crark. I think the argument is sometimes made, Senator 
(Mahoney, that this can be handled entirely by private enterprise and, 
if not, through State development companies. However, if I under- 
stand your position, it is that there are wide areas of the country where 
it is essential to have the Federal Reserve Board backing in order to 
make these investment companies a success and give them the adequate 
capital reserves to get going ? 
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Senator O’Manonry. That is right. And the Federal Reserve jn 
many instances may be obliged to advance the preliminary capital, 
and that is authorized in the bill. We have known distressed areas 
in various parts of this country where business is failing. 

Senator Beaux. I am sorry I did not get in when you started out, 
Senator, and I am not as familiar with this as Senator Sparkman, but 
if you do not mind, does this setup envision that it would not be 
handled through local banks or anything of that kind? 

Senator O’Manonery. No. It establishes new investment corpora- 
tions under the supervision of the Federal Reserve Board. 

Senator Ciark. To make long-term loans. 

Senator O’Manonry. Yes. 

Senator Ciark. On the theory that long-term credit is what is needed 
by small business. 

Senator Bratu. Would that be operated on a statewide basis or an 
area basis? 

Senator O’Manoney. Not more than one in a particular State. 

Senator Beaty. Not more than one investment bank, as you call it, 
in a particular State ¢ 

Senator O’Manoney. Thatisright. Ina particular State. 

Senator Beaty. Just one other question : What effect would that have 
on the present Small Business Administration that we are trying to 
operate today ? 

Senator O’Manoney. I said it would in my judgment remove or 
eliminate the demand for Government loans. 

Senator Bratx. Good. Iam sorry I was not here earlier. 

Senator O’Manonry. And would give us a private banking system 
all the way down the line. 

Senator Sparkman. Will the gentleman yield for one little inter- 
jection ? 

Senator Beatu. I yield. 

Senator SparkMAN. As a matter of fact, there is a part that private 
banks had to play in that they could come in either through subscrip- 
tion of stock or through bank participation in the loans. 

Senator O’Manonry. Right. The Federal Reserve Board may— 

Senator Bratz. The local banks, if they choose, could buy stock in 
the investment companies, just like the various life-insurance con- 
panies or other people who had money to loan. 

Senator O’Manonry. That is right. 

Senator Sparkman. And could also participate in the loans if they 
cared to do so. 

Senator O’Manoney. It is a private capital system to supplant the 
demands on the Treasury. 

Senator Bratt. What appeals to me is the use of private capital in 
private business. That is what really appeals to me. 

Senator O’Manonry. I thank you very much. I am sorry I cannot 
stay here, but I have to attend the meeting of the Interior and Insular 
Affairs Committee, where Secretary Seaton is testifying. 

Senator Crark. Thank you very much, Senator. Your testimony 
has been very helpful to the committee and we appreciate your coming 
here. 

The statement of Mr. Kaplan referred to follows :) 
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STATEMENT or A, D. H. Kaprian, Senrorn STAFF MEMBER, THE BROOKINGS 
INSTITUTION, WASHINGTON, D, C. 


INVESTMENT CAPITAL FOR SMALL BUSINESS 


The share of our national output going into private investment or capital for- 
mation mounted to unprecedented levels over the years 1946 to 1948. Prior 
to the war we had been wont to look back upon 1929 as the peak year of peace- 
time capital growth; that year gross private domestic investment accounted for 
15.2 percent of the Nation’s total expenditures for goods and services. In 1932 
it hit a low point of 1.5 percent, and for the decade 1931—40 it averaged less 
than 9 percent of the gross national product. In the record total of our gross 
national product for 1948—estimated by the Department of Commerce at $262,- 
000,000,000—17.2 percent of that total was accounted for by gross private 
domestic investment. 

The present magnitude of our private domestic investment stands out even 
more sharply if compared with the total of private national income (that is, na- 
tional income less compensation of Government employees). A thumbnail 
table which accompanies this statement indicates that whereas in 1929 gross 
private domestic investment came to 19.2 percent of the private national income, 
fell to 2.4 percent in the depressed year of 1932, and recovered to 15.4 percent in 
1939. But it rose to 21.7 percent of our total private national income by 1948. 

The record rate of capital formation we have experienced in the years im- 
mediately following World War II represented a catching up with require- 
ments accumulated over the war years. Having replenished its more urgent 
requirements in plant, equipment, and inventories, American business will need 
new attractive stimuli to sustain the investment volume of the last 3 years. As 
you well know, the Council of Economic Advisers took the position, in its report 
of January 1949, that we should not expect such a rate of capital investment to 
continue, that a normal investment rate would be something closer to 11 percent 
than 15 percent of the gross product and that, by inference, more emphasis 
must be placed on consumer purchasing and publicly sponsored activity. I would 
not care, on this occasion, to take up the question as to what is a “normal” 
ratio of capital expenditure to total national expenditure. But obviously it 
becomes more difficult to sustain a high level of employment if the rate of 
capital formation sustains a decline. And, conversely, whatever incentives can 
be added to new investment will be that much help toward making jobs and 
sustaining pay rolls. 

This problem applies to all branches of business, large and small; but in keep- 
ing with the request of this subcommittee, I shall from this point on con- 
fine myself largely to a consideration of capital formation as it applies to small 
business. I then come to the question whether facilities for equity capital to 
support small business are adequate. 

If we follow the number of firms listed by Dun & Bradstreet since the begin- 
ning of the century, we find that the business population kept pace rather 
consistently with the increase in general population. Even in the depression of 
the thirties the pattern of business births and deaths did not vary significantly 
from what it had been around 1900. Since Pearl Harbor we have witnessed a 
greater than normal decline, followed by a greater than normal rise in the birth 
rate on business ventures. 

Between December 1941 and December 1943 the withholding of new enter- 
prises made for a net loss of some 600,000 firms in the business population. With 
the latter part of 1944, the reverse trend set in. By the middle of 1946, new 
businesses were springing up at the rate of almost 60,000 per month ; by December 
1947 the losses of the war period had been made up, and the business population 
curve was again in line with the general population. During the first quarter of 
1948 the estimated number of businesses in this country exceeded 3.8 million: 
this was a net gain of a million since December 1943, and was a half million 
above the largest number attained prior to World War II. The business units in 
operation at the end of 1948 equaled 1 for every 3S persons in the population. 
Ten years before, it was about 1 firm for every 39 persons. 

The rapid influx of new enterprises after the war is easily explained. It 
reflected (a) the accumulation of savings during the war period on the part of a 
great many people who had long hoped to enter business on their own; (b) the 
return to their proprietorships by persons who had to shut down during the war 
period either because they were drawn into the armed services, or because 
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merchandise had not been available; (c) the new opportunities that developed 
as a result of the brisk demand for all kinds of civilian goods following the 
war; (d) the special provisions for the financing of war veterans and others 
desiring to enter business, coupled with the new skills and outlooks acquired by 
former employees during the war experience. 

During the 314 years immediately behind us, when enthusiasm for new business 
was high, and the determining factor was the ability to get enough supplies to 
meet the brisk demand, the new businesses fared much better than the longtime 
record of new business ventures would lead one to expect. The percentage of 
dropouts during the first year was smaller than normal; that is to say, legs 
than the traditional one-fourth of those that entered failed to stick out the first 
year. The evidence tends to the belief that a majority of the new enterprises 
got off to a vigorous start and that an unexpectedly large percentage found them- 
selves in a favorable credit position by the end of their first year. Comparatively 
little was heard, under those conditions, about the lack of availability of funds 
for entering business. 

The Department of Commerce estimates that for those who entered business 
with less than $50,000 (and of course that represents the great majority of the 
new ventures), at least two-thirds of the original investment came from the 
personal savings of the proprietors. The indications are that the majority of 
the new firms financed their businesses solely through savings. The savings of 
the others were supplemented mainly by commercial bank loans (about 14 percent 
of total investment in the case of trade firms), merchandise credit, and personal 
loans. Security flotations played a relatively negligible part in the starting of 
small enterprises, especially at the retail level. 

We are now beginning to hear more of small businesses being more closely held 
down by their banks, especially on the amount of long-term credit available to 
them. We also find that some smali businesses have had to cancel or curtail 
their rather ambitious expansion programs. (They have curtailed not alone for 
lack of credit, but because of a belief that their current market outlook does not 
justify plans that looked feasible 2 years ago.) The number of failures is still 
small compared with what used to be regarded as normal during the 1920's and 
1930's, but the number has been rising from month to month. The failure rate 
was about 200 per month early in 1947; it is currently around S00 per month, or 
4 times what it was in January 1947. As more marginal firms are liquidated 
we shall again hear about businesses having been pushed to the wall for lack 
of financing facilities. In any event, the question of whether there is adequate 
financing for small business equity capital, is likely to come to the front during 
the months ahead. It is well that Congress should be reexamining the issue 
before it does become acute. 

Before considering new facilities for granting equity capital to small business, 
may I say a word about the place of savings and earnings in the growth of 
small business? 

From the standpoint of a small business that seeks to maintain complete 
control of its own management, there is no substitute for the method of expan- 
sion that comes through the plowing back of a substantial portion of one’s 
earnings. This subject inevitably leads into the question of whether our fiscal 
policy is designed to improve the taxpaying ability of the small enterprise. 
Moreover, when expansion entails the seeking of outside funds, the prospect of 
being allowed to plow back earnings for a more rapid reduction of debt, or the 
recapture of debt-free ownership, still remains a prime factor in the willingness 
to expand. In that connection, you have no doubt been reminded of the difficul- 
ties of administration in any attempt to distinguish genuinely new independent 
small enterprises, or to distinguish genuine plowing back for constructive de- 
velopment of the business from adroit accounting to escape taxes. Nevertheless, 
it is to be hoped that the efforts will not be relaxed to find a tax formula that 
will increase the attractiveness of venture in independent enterprise, to over- 
come the emphasis on Government bonds or the blue chips in securities as an 
escape from the risks and responsibilities of individual enterprise. 

Does small business need new financing sources?—It is not possible, from 
available information, to build up reliable statistical measures of the extent 
to which deserving small scale enterprise is being prevented from expanding 
through lack of adequate financing facilities—and by adequate, I mean suitable 
to the nature of small business as well as sufficient in aggregate amount. The 
whole subject is tied up in value judgments of what is or is not promising enter 
prise, and what is or is not acceptable creditworthiness. 
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The position can be taken that the market itself is the most practical judge, 
and that if we don’t have more facilities for financing small business, it is 
because we don’t need more facilities; or that there isn’t sufficient attractive- 
ness in the given small business to justify further investment therein. 

On the other hand, we have no Nation-wide data on case histories that might 
show how many promising small-business ideas and ventures may be nipped in 
the bud by the unwillingness of investors to bother with small-enterprise finane- 
ing. The fact that small-business men appear before congressional committees 
with legitimate complaints of unwarranted difliculties and hardships—even a 
few hundred such cases—may tell us little, from the standpoint of the overall 
scene covering more than 3,000,000 small businesses, with respect to how pro- 
ductively additional capital could be employed. 

We do have some documentation in studies going back to the depressed 1930's, 
which indicate that apparently deserving enterprises were unable to get the 
credit that might have carried them financially over the hump. In the major- 
ity of cases of financial distress that have been investigated the deficiency in 
management appears to have been at least as marked as the deficiency in 
finances. Bankers, in discussing some of these cases, have made the point that 
the basic weakness of the capital structure of these cases did not warrant them 
in risking deposit funds that could only make the applicants get more deeply 
into debt before giving up the struggle. The kind of relief needed in such 
instances could be regarded as part of the public-relief measures applicable to a 
national emergency rather than a part of the problem of expanding the capital 
structure of the weak enterprises at the distress stage. Credit managers, as 
well as bankers, have pointed out that so far as mere numbers are concerned, 
the supply of those who are willing to enter business still exceeds the number 
who have the capacity to succeed through a positive contribution to the total 
economy. 

Nevertheless, out of such meager coverage of the field as one man is able to 
make, in the study of this issue I have come to the strong conviction that there is 
a substantial core of small-scale enterprise—mainly in the area representing 
5 to 100 employees per firm—for which there is a genuine lack of an orderly 
channel of financing designed to meet the requirements. The lack is not in 
short-term financing through current bank loans or current merchandise credit. 
It is in the creation of equity capital for small enterprise—not only for launch- 
ing new businesses, but for expansion of enterprises ready for further develop- 
ment and for putting seasoned enterprises on a stronger base of fixed and 
working capital. 

In this conviction one can find moral support from the testimony of others 
who have made similar studies. Mr. Roy Foulke, of Dun & Bradstreet, from 
his continuous study of the capital and credit position of small-business men, 
stated to the Senate Small Business Committee several years ago that “under 
the existing set-up of our economic structure we find no organized source or 
sources to provide long-term money or permanent capital to intermediate-sized 
concerns.” The Filene Foundation, which studied the requirements for small- 
business capital in the New England area in 1940, noted: “there is little or no dis- 
agreement that our financial mechanisms are not set up so as to provide equity 
sapital for the smaller business units. * * * The weight of the evidence and 
opinion presented is that the need is real and definite.” The postwar efforts of 
the Federal Reserve Bank to obtain legislation extending its powers for longer 
term capital credit is likewise a recognition of deficiencies in existing facilities. 
The study of British experience by the Maemillan Committee, and particularly 
the studies of capital flotations made by the Securities and Exchange Commission, 
confirm similar views. 

The difficulties of small enterprises in the floating of securities have been 
documented in the SEC study of May 1940, which showed that corporations 
attempting to sell bond issues of $250,000 or less, paid an average of $8.40 for each 
$100 of bonds sold: that they paid an average of $16.40 for each $100 of preferred 
stock; and that they paid an average of $22.80 for each $100 of common stock. 
These costs were nearly double those incurred for issues between a million and 
$5,000,000. 

In the flotation of securities, such items as registration and underwriting ex- 
pense, legal expenses, accounting, engineering, printing, listing, and so on, apply 
to large and small issues alike; and they pile up so that in the case of the small 
issue there is little left for the firm that is trying to obtain funds. It also means 
that in view of these expenses, the average large investment house takes the 
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position that there is no advantage in accepting underwritings below $5,000,000, 
Part of the reason for that reluctance is undoubtedly their poor experience with 
getting the issues of small companies sold. In studies made by the SEC before 
the war it was shown, even where there was effective registration of the issues 
for $250,000 or less, that within 1 year after the effective registration date the 
issuers were able to sell only 23 percent of the securities registered, and that of 
584 companies studied by the Commission, about one-third failed to sell any part 
of their securities. Among those which reported sales, the new ventures sold 
only 27 percent of their issues. The established concerns sold 44 percent. Of all 
the reported sales, about 71 percent were made within 3 months after registra- 
tion. Once the campaign period was over, the sales were reduced to a mere 
trickle. 

Since the war the Federal Reserve Bank of Minneapolis has published a study 
of attempts by Minnesota corporations to float capital issues, over the past 
two decades, which confirms the difficulty of obtaining financing for firms that 
have not already established Nation-wide prestige. 

The prewar and wartime efforts of agencies like the Federal Reserve System, 
under its section 13B, permitting direct industrial advances, the disbursements 
authorized by the RFC and the special war loans of the Smaller War Plants 
Corporation, undoubtedly came to the rescue of enterprises that were very 
much in need of such accommodation; but the aggregate of the advances made 
to small business by these three agencies is not too impressive. A break-down 
of the first 150,000 successful applications with the Federal Reserve banks, under 
section 12-B, shows that 3.1 percent of the aggregate amount advanced was in 
loans of $10,000 or less. As of December 21, 1941, the aggregate of all direct 
industrial advances by all Federal Reserve banks was $9,504,000. If the 3.1 
percent applied, you can see that the amount involved per small business was 
extremely small. (There were, however, at the time, something under $15,000,000 
of Federal Reserve guaranty commitments to member banks or industrial 
advances. ) 

In the case of the RFC, loan disbursements of some $460,000,000 were author- 
ized during the 9-year period from 1932 to 1941; but while some 5,100 loans 
were authorized to small businesses in amounts of $10,000 and under, during that 
9-year period, they represented a total of only $21,000,000 out of $460,000,000 
loaned by the RFC. 

The Smaller War Plants Corporation was of course a special agency to meet 
the special needs of the war period, though its operations frequently made for a 
healthy reexamination of traditional banking practices. 

The commercial banks have remained by far the leading vendors of credit to 
the small business apart from its ordinary commercial credit on open accounts; 
but that type of lending is not an adequate substitute for equity capital which is 
the chief requirement of small business. 

A number of noteworthy efforts have been mace to fill the gap in equity fi- 
nancing for small business. I shall mention three, to point up the requirements, 
One type of agency with which there have been numerous experiments is the 
so-called community industrial development corporation. The general purpose 
of these corporations is to bring the enterprise that needs capital into contact 
with the sources of funds that are seeking investment outlets. They have at- 
tempted to supply a community fund from which investments may be made to 
new small businesses or to aid a business in obtaining additional financing. 
It is one of their laudable objectives to reproduce the equivalent of a practical 
neighborly interest in a local venture that used to develop spontaneously in the 
more simple social] structure of an earlier period. At the same time the indus- 
trial development corporations recognizes the fact that technical expertness, and 
judgment that is respected, are under present conditions more vital than good 
will in attracting funds to new ventures. 

All told, I have found records of some 55 community development corpora- 
tions that range from small pools of capital offered by a few rich men, for 
propositions that they themselves would like to go into, all the way to civic 
funds that may be used for any type of development that will enhance the 
community, including some projects that were mainly of civic and cultural 
rather than of strictly business or profit-making value. <A review of the histories 
of the leading industrial development corporations indicates that they have 
been highly selective in their search for ventures of unsual promise, with em- 
phasis on the development of new manufacturing techniques, or of brand-new 
products. They have been helpful as far as their activities have reached, but 
when one adds up the total sum of the enterprises into which these development 
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corporations have entered, it amounts to a very negligible fraction of small 
business and its capital requirements. The effort to supply the capital needs 
of small business will obviously have to be made on a much broader front 
than the industrial development corporations have provided, if the total situation 
is to be met. 

Near the end of the war, the Investment Bankers Association, through its 
Committee on Small Business, offered a proposal to encourage the establish- 
ment of local investment houses specializing in small-business financing. Under 
this proposal chartered investment companies could be started in local commu- 
nities, with a minimum of $25,000 of paid-in capital, and the Federal Reserve 
Banks would be called upon to accept debentures of such chartered investment 
companies up to three times the amount of the paid-in capital. These special 
chartered companies were then to be permitted to take on any form of financing 
including ownership of small enterprises until their stock could be disposed of. 
A certain percentage of the loans or issues for the borrowing firms would be 
withheld to go in to a separate pool, to enable the financing company to cover 
the losses on those propositions that turned sour. It also suggested that such 
investment houses should at the same time maintain close managerial guidance 
provision over the borrowing companies while they were in debt. 

That proposal while well conceived, gained scant acceptance among invest- 
ment bankers; the framers of the plan themselves pointed out that investment 
bankers as such are not investors primarily, but are merchants of securities. 
They purchase new securities not to hold them but to sell as promptly as possible 
to others. Moreover, they are not primarily interested in securities that have a 
local market. Under the circumstances, nothing happened in the investment 
banking fraternity to push along the proposal of its small-business committee. 

In view of the lack of private enterprises, capable of filling in the gap in 
equity financing facilities, legislation has been proposed looking to the estab- 
lishment of a Government agency that would undertake the financing of small 
business. 

The establishment of a governmental financing corporation for small business 
raises dilemmas with which some members of this committee have already 
grappled. If the Government is to be significantly more liberal than are the 
private banking agencies in financing small business and if, in addition, the 
xrovernment is to charge rates lower than are available to small business by 
the financing companies, the Government faces the prospect of a deficit enter- 
prise with questionable risks. It will also be confronted with requests backed by 
political pressure as well as by the judgment of its staff. As it is, small-business 
mortality is high. It is hard to escape the conviction that we must expect to 
find in the lap of a Government agency to finance small business an accumulating 
residue of defualted debt and ownership paper of the enterprises which it will 
have assisted. And on foreclosure, the Government becomes the owner or 
auctioneer of small business. If the number of small-business failures is to be 
held down we must contemplate, along with the financing, the Government agency 
undertaking the continuous investigation and guidance of the firms to which 
funds are granted. If the Government is to offer investigatory services and coun- 
seling services of this sort without charge, then of course it becomes a subsidy 
program. If it doesn’t yield to public pressure for liberalization, it will have 
failed in its avowed purpose. 

In exploring the need for a suitable enterprise channel to carry the additional 
capital requirements of small business, may I now submit for your consideration 
the possibilities of finding the means of broadening the financial base for small 
businesses within our banking system. The logic of this suggestion lies first 
in the fact that the small business normally looks to the local banker for financ- 
ing. Were there not the overriding concern for liquidity in the interest of 
demand depositors, the commercial bank would be the most natural agency 
through which to finance the growth of small enterprise. 

The operation of investment affiliates by commercial banks was made illegal 
after the crash of 1929 because of the abuses that showed up from their unregu- 
lated practices. But that experience should not bind us to the potential value 
of capital banking protected by adequate sanctions and controls. It is essen- 
tial to create an agency to which the commercial bank may readily refer the 
client whose needs go beyond current bank loans into the more specialized 
area of risk bearing capital financing. 

With the precedent set in the capitalization of the Federal Reserve banks, 
it should be feasible for the commercial banks in each Federal Reserve District 
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to subscribe a percentage (say up to 3 percent) of their capital and surplus in a 
district capital bank with branches in as many communities as developing need 
warrants. Such a capital bank would operate under the authority of the Fed- 
eral Reserve Bank in a given district, under general policies laid down by 
Congress and administered by the Federal Reserve Board. 

Capital bank financing for small business would require a varied base. It 
could be supported by collateral, securities, accounts receivable or certificates 
of indebtedness, secured or unsecured as the conditions warrant. Such a bank 
should be permitted to purchase capital stock as well as the debt paper of an 
enterprise. But it should have regard for the objective of fostering independent 
ownership by the small enterpriser. To this end preferred stock should be 
made callable by the issuing firm on a prearranged program. In taking the 
common stock of a borrower the bank as stockholder should be permitted to 
share in the earnings and in the increase of equity values; but there should also 
be provision for redemption of capital stock by the issuing firm within agreed 
time limits and adjustments of the transfer value of the stock, so that the 
management of the small enterprise may regain its full control of the venture. 

Another logical extension of the plan would be for the capital bank, as an 
operation under the Federal Reserve System, to be permitted to place its 
debentures or rediscount paper with the Federal Reserve banks at such rates 
as would permit a fair return on the employment of the additional funds so 
otbained 

What such a bank may or should do is a matter that should be permitted to 
evolve through experience. While the capital bank is conceived in the first 
place as an accommodation to the bank depositor and his bank, there is no 
reason why its operation should be limited to clients referred by its commer- 
cial bank members. It may, with time, be permitted to accept long-term obliga 
tions of finance companies, trade associations, and other enterprises coming 
within the general area of small business and intermediate business, It is not a 
necessary part of the proposal that private investors should be excluded from sub 
seribing to the capital of the bank, for the initial organization has been set up 
by the commercial banks of the district, if such expansion of the capital base 
appears desirable. 

The proposal for a separate banking agency rests upon the conviction that 
the financing of capital operations of small enterprise involves a ditferent 
approach from that which is normally taken in credit banking by a com 


mercial bank of deposit. A capital bank that can serve small business must 
not be inhibited by orthodox banking traditions. As a specialist in permanent 
capital, the proposed type of bank should be in a position to develop new tech- 
niques for financing of small enterprise, as conditions demand. It need not 
for example, be hampered by the traditional procedure of regular payments 


of equal installments at each due date. It may well tind that its clients can 
be better helped and kept more solvent by adjusting the size of payment, the 
interest rate and service charges for managerial guidance to the position of the 
enterprise, to the business cycle, or to changes in central banking or monetary 
policy at any given time. Where it is desirable to grant interest rates lower than 
the risk of the enterprise would justify, the bank could accept more liberal 


payments in stock. 

A capital bank, to perform its function adequately, should be prepared to fur- 
nish the advisory services that must accompany the successful financing of 
small business. In this respect, the capital bank would have a valuable ally 
in the commercial bank, whose information and regular banking facilities 
would be joined with those of the capital bank in helping the given enterprise 
through its vicissitudes. 

A capital bank serving more than one community would have the advantage 
of diversification. Many a small-town or neighborhood bank is limited to 
retailers or to a limited line of industry for its credit market. The capital 
bank could encompass an area large enough to permit diversification of invest- 
ments and thus have a better chance of offsetting losses with profit 

A successful effort to preserve our system of private enterprise must provide 
expanding opportunities for the development of small, independent business 
enterprises. 3ig-business executives, as well as those directly engaged in small 
business, recognize the importance of the small independent enterprise as an 
essential leaven in the total business structure. Indeed, small business is 
much more than a leaven; in its own right, it accounts for more than one-third 
of the total output of goods and services that make possible the American 
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standard of living. It is in the public interest that small business should not 
lack for adequate facilities to maximize its contribution. 


TABLE 1.—Gross private domestic investment in relation to total econemic 
effort, selected years, 1929-48 


In millions of dollars] 


1929 1932 1939 Average, 1946 1947 | 1948 

1931-40 
Gross private domestic investment ! 15, 824 S86 9, 917 6, 644 29, 455 31, 090 45, 008 
Private national income 82,396 | 36,703 | 64, 306 53,676 | 158,677 | 184,196 | 207, 067 
National income 87, 35 41,690 | 72, 532 60, 515 179, 562 | 201, 709 | 226, 204 
Gross national product 03, 828 8, 340 | 91, 339 77, 725 212,613 | 235, 697 } 262, 434 

| | 

Does not include publie construction and foreign investm 
? National income excluding compensation of Government employees 

Source: National Income and Product Stat of the United States 1942-48, Survey of Current Business, 


July 1949, p. 10 


TABLE 2.—Gross private domestic investment, selected years, 1929-48" 


Ex! 1 ) 
Private National Gros Private National Gross 
Year national com national Y ear national income national 
income product income product 
Percent Percent Percent Percent Percent Percent 
1929 19.2 1s. 1 1d. 2 104e 18.6 16. 4 13.9 
1932 2.4 2. 1 1.5 1947 l ) 15. 4 13.2 
1939 15.4 13. 7 10.9 1948 21.7 19.9 | 17.2 
1931-40 12.4 11. ( 8. 


Computed from table 1 


Senator Ciark. Mr. Brennan and Mr, Hurley, do you gentlemen 
wish to come up together ? 


STATEMENT OF F. P. BRENNAN, VICE PRESIDENT; ACCOMPANIED 
BY DONALD J. HURLEY, MASSACHUSETTS BUSINESS DEVELOP- 
MENT CORP. 


Mr. Brennan. Yes. 

Senator Clark. You gentlemen, I understand, do not have prepared 
statements ¢ 

Mr. Brennan. That is right. I have notes which we have changed 
and amended several times on our way down here. 

Senator Crark. Will you just proceed in your own way, Mr. 
Brennan ¢ 

Mr. Brennan. My name is Francis P. Brennan. I am vice presi- 
dent of the Massachusetts Business Development Corp. For the cur- 
rent year IT am also chairman of the northeast conference of develop- 
ment credit corporations, which includes the 6 New England States 
and the State of New York. 

I am here at the invitation of your committee to express our views 
on the bill S. 2160, particularly that portion which provides for the 
conversion of State development credit corporations to National in- 
vestment companies. 

First I would like to point out just a little bit of the background 
and the accomplishments of our own corporation. We were estab- 
lished in July 1953, and we commenced active operations in January 
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1954. Through December 31, 1956, we had approved or participated 
in loans in excess of $11 million. That is over 50 percent of all ap- 
proved loans by State development credit corporations. 

Demands upon our corporation have continued steadily, and during 
the current year we have made twice as many loans as during the 
comparable period a year ago. 

Senator Crark. I think it might be helpful if you will tell us what 
the capitalization was initially and now. 

Mr. Brennan. Our authorized capital is $4 million, and our capital 
as of today is approximately $760,000. 

Senator Ciark. That is outstanding ? 

Mr. Brennan. That is right. 

Senator Ciark. Is that in the form of common stock ? 

Mr, Brennan. Common stock. 

Senator CLark. Do you have any preferred stock ? 

Mr. Brennan. We do not. 

Senator Crark. Is it closely held, or held in part by the public? 

Mr. Brennan. It is held entirely by the public in public utilities, 
industrial concerns, commercial enterprises, and individuals. 

Senator CLtark. How did you sell it ? 

Mr. Brennan. I will refer that question to Mr. Hurley who, in- 
cidentally, wrote the charter under which we function and had a great 
deal todo with the organizational part of the corporation. 

Mr. Hurtey. All of the stock of this corporation has been sold 
through the officers and directors and employees. There has been no 
underwriting by any stock firm. A registration statement has been 
filed with the Securities and E xchange Commission with respect to 
the stock, and all of the background of the corporation is there in 
outline, 

I think Mr. Brennan will agree one of the basic problems of the 
corporation now is to get additional equity. Mr. Brennan would men- 
tion that the corporation has a charter restriction which limits it so 
far as borrowing from its members is concerned. The corporation 
cannot borrow from its members if the relationship between equity 
and borrowings exceeds 8 to 1. That means at the present time, when 
the corporation has $760,000 of capital, the borrowing capacity from 
its members is 8 times that, or about $6 million. 

Actually, the total borrowing capacity which would be available to 
this corporation if there were equity to support it would be approxi 
mately $12 million. In other words, there are member financial in- 
stitutions who have agreed to loan to the corporation on a fixed basis 
and on that fixed basis $12 million would be available if we had equity 
to support that $12 million. 

Senator Crark. Is that assuming an issuance of your entire M4 
million in capital stock, so it would be a 3 to 1 ratio? 

Mr. Hurtey. If the entire stock 

Senator CLark. Were subscribed 7 

Mr. Hurtry. The stock has been issued on the basis of $1 a share, 
with a paid-in capital of $9. The reason for that is obvious. If there 
were losses we wanted to have the losses applied to the paid-in capital. 

Senator Ciark. In other words, you sell at $10 a share. 

Mr. Hurvey. Selling at $10 a share. Correct. 

Senator CLark. Would you mind for the record giving us a little 
of the motivation behind the organization of this company? You said 
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something about having sold all of your stock through officers, direc- 
tors and employees, but then I think—— 

Mr. Hurtry. Yes. I was asked by Christian Herter, then Governor 
of the Commonwealth and now Under Secretary of State, to be his 
special counsel in connection with preparing a charter of this corpo- 
ration. We spent about a month working upon the terms of the 
charter. I think that was the best month we ever spent, because we 
worked with the Massachusetts financial community in determining 
the provisions that they would want in the charter, so that they would 
go along with the charter and become members and furnish financial 
support to the corporation if and when the bill was passed. 

Senator Crark. In other words, the initial motivation behind this 
came from the Governor / 

Mr. Hurvry. And the businessmen and financial community of the 
State working through the Governor. That is right. 

Senator Crark. Who felt that more investment capital was needed 
for small business in Massachusetts. Is that it / 

Mr. Huriey. That is precisely it. 

Senator CLrark. Also you have there too, as we do in Pennsylvania, 
the distressed area problem. 

Mr. Huritey. We do, and Mr. Brennan will comment on that. 

Mr. Brennan. That is correct. 

Mr. Hurtey. Do you want him to comment on that / 

Senator Crark. Yes. If you will go ahead, Mr. Brennan? We 
have enough background. 

Senator SpaARKMAN. Before you do that, let me ask you this: You 
have lending power of approximately $6 million / 

Mr. Hurry. $6 million, plus capital, which would be $6,700,000. 

Senator SPARK MAN. $6,700,000 ¢ 

Mr. Huriey. Yes, sir, Senator Sparkman. 

Senator SpakKMAN. How does that stand up as to the need / 

Mr. Hurtey. Mr. Brennan will comment on that. 

Mr. Brennan. I thought the question you were going to ask me is, 
How can we approve $11 million worth of loans if we only have bor- 
rowing pore of $6 million at the present time / 

Senator SparkKMAN, I| have not quite gotten to that. 

Mr. BRENNAN. And somebody else would ask me that too. Let me 
say this: I have extra copies of our annual report in which there is a 
complete tabulation of how we were able to do so much with so little. 

Senator SparKMAN. Do you have participating loans / 

Mr. Brennan. Yes, and we have sizable paydowns on our loans, and 
some cancellations, and so forth. 

Senator SPARKMAN. Of course, it is automatically revolving. 

Mr. Brennan. That is correct. The pattern of the thing is that 
we take companies aboard who are not top credit risks. We season 
them, and after a while, after we have had them a couple of years, 
they go back to their banks and are able to get by with normal short- 
term banking loans. 

Senator SparkMAN. What about the demand compared to the supply 
of money you have available ? 

Mr. Brennan. At the present time, as of yesterday, we still have 
$1,900,000 which we can lend. 

Senator SparkKMAN. All right. 
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Senator Crark. Go right ahead. 

Mr. Brennan. As of the end of last year, the borrowers to whom 
we have approved loans, including an industrial development in one 
of our distressed areas, are responsible for over 12,000 jobs. 

I would also like to make it clear that that is not 12,000 new jobs. 
It is many new jobs, and expanded jobs, and jobs which have been pre- 
served. It represents an annual payroll in the State of about $45 mil- 
lion. Those companies provide almost $125 million in annual sales. 

I would also like to point out of the loans we have approved almost 
$4 million have gone to companies and projects in New Bedford, 
Kall River, Lawrence, Lowell, Milford, and Southbridge, which were 
once classified as surplus labor areas. Partly as a result of our loans, 
local initiative, and good management on the part of our borrowers, 
those communities, I believe, have now been taken off the distressed 
area list. 

Senator Crark. You do not furnish equity capital, do you? 

Mr. Brennan. We have the power to furnish equity capital, but up 
to now we have not done so. 

Senator Crark. Mr. Brennan, can you give us any idea as to the 
term of your loans’ Are they demand loans, or time loans 4 

Mr. Brennan. They are term loans which run anywhere from 5 to 
10 years. The average is about 614 vears. 

Senator CLark. Do you take mortgages as security / 

Mr. Brennan. We take mortgages as security in most instances. 
In two instances we have not taken mortgages initially. The lending 
business being what it is, we subsequently had to take mortgages in 
both of those instances. 

Senator Cuark. Do you ever get pledges of accounts receivabl 

Mr. Brennan. Not as yet. We feel if accounts receivable are good 
and collectible, and so forth, a bank can do that to supplement our 
loan. Many of our loans, while we make term loans, the borrowers are 
also borrowing concurrently from banks on a short-term rate. 

Senator Cirark. Do you subordinate ? 

Mr. Brennan. We have not as yet; no. 

Senator Ciark. You have not a to? 

Mr. Brennan. I will qualify it a little bit. We subordinate to some 
extent in that some of the loans in which we have banks participating, 
banks have not participated to the full maturity of the loan. They get 
the early maturity and get out first, and we get out last. 

Senator CLrark. They have first priority ? 

Mr. Brennan. That is right. We have on new construction essen- 

ally seconc |- mortgage p ositions. Where basic ally a first n nortgzage of 
50 to.60 percent is available oe savings banks in the State or insur- 
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ince CO mpanie Ss, We ti ake a second-mortgage ] Os] ion of 20 to 25 per 

cent, 1 ith approximié ately 20 on the bottom as e¢ a ity. 

Senator Sparkman. Does that relate only to business construction ? 

Mr. Brennan. Business see heir tere ? 

Senator SparkMAn. As distinguished from residential. 

Mr. Brennan. Yes; surely; we have made no loans on residential, 
sir. 

Senator SparkMaAn. Construction in connection with the operation 
of a small business? 

Mr. Brennan. Right. 
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Senator Crark. You are not competing with FNMA ? 

Mr. Brennan. No, sir. One particular situation I would like to 
outline to you is in the city of Lawrence, to which great publicity has 
been given. This isan example - what initiative at the local level, plus 
statewide funds such as we have, can do. Back in 1950, Lawrence had 
an unemployment factor of Side 15,000 people, because of the close- 
down of several of our textile mills. Twenty-five of the local citizens 
got together and raised $125,000 at a dinner one night. They looked 
around for the best usage to which that mone y could be put to help 
the development of the community, and decided to buy the former 
Arlington Mills for $325,000. Because the situation was desperate in 
the community, we granted them a 100 percent mortgage of $325,000 
on mill buildings encompasing 1,800,000 square feet, without an em- 
ployee in them. I would say this is probably the riskiest situation we 
have yet gone into. 

Senator CLark. What interest rate did you charge them ? 

Mr. BRENNAN. Six; it was very good. 

Senator Car. That is all the law will allow. 

Mr. Brennan. No; we have no ceiling on what we charge. 

Senator Crark. In Massachusetts ? 

Mr. Brennan. That is correct. 

Senator CLark. No usury statute ? 

Mr. Huriey. That is correct, except for small loans. 

Mr. brennan. And despite the fact that our borrowings from our 
banks are a quarter of 1 percent above the prime rate are constantly 
going up and we now borrow at 414, we still maintain the 6 percent 
rate to our borrowers. 

Senator SparKMAN,. | oe you said a while ago 614 percent ? 

Mr. Brennan. No, sir; 6 percent. We borrow at one quarter of 1 
percent above the eine, We are glad to save our borrowers that 
one-half of 1 percent. 

Senator Spark MAN. It makes a difference sometimes. 

Mr. Brennan. That is right. 

To summarize this Lawrence case, we disbursed the loan and these 
individuals bought this plant in December of 1954. We set up a pro- 
cedure whereby the loan was written on a demand basis since there was 
no means of our determining how they could pay it back, and we in- 
cluded in our loan agreement the provision that every time they sold a 
building we took 75 percen t of the proceeds and they kept 25 percent 
for mor kinia caniti: They paid the loan off in 8 months. 

Senator Beatt. What kind of a business was this ? 

Mr. Brennan. This is not a business as such. They paid it off by 
selling off these plants to small diversified growing concerns, and 
each time they sold off a part of the property they reduced our loans. 
We subsequently loaned them an addition: i] $200,000 to modernize a 
building to house a unit of the Internal Revenue Service. 

Asa result of all this, the Arlington Mills, 1,800,000 square feet of 
empty space are now completely occupied and there are approximately 
1.200 people gainfully emp Joyed in their city. 

Senator CLark. Can you give = a little idea of what kind of people 
are working in the old mill, and what kind of enterprises ? 

Mr. Brennan. There are plastics, and metal-working, clothing, and 
needle trades, and almost anything you can name. Mostly sm: all busi- 
ness. To my knowledge, in these Arlington Mills there was only one 
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firm of a large size which went in there, which was the Congoleum- 
Navin Co. 

Senator Ctark. How many different businesses are now occupying 
the old mill site ? 

Mr. Brennan. Approximately 25. Of course, that makes for a 
healthy economy in that when one is down, the others are up, wher 
the entire employment of the community was concentrated in te sie 
previously. 

Senator CLarK. Did you have any trouble in retraining labor ? 

Mr. Brennan. I am not from Lawrence and I am not intimately 
familar with it, and I cannot speak with authority, but to my knowl- 
edge, the people proved readily convertible, shall we say, to these new 
industries, and have done an excellent job. As a matter of fact, an- 
other industry which has recently moved in and established a branch 
plant in Andover, which is adjacent to Lawrence, is the Raytheon 
Manufacturing Co., which has a tremendous amount of Government 
electronics contracts. If they are willing to go in there with the skilled 
labor which they require, then the te xtile e mployees apparently do a 
pretty good job. 

Senator Chark. Where do they get the money for the machinery 
and equipment ? 

Mr. Brennan. Where does who get the money / 

Senator CLark. The small businesses ? 

Mr. BrenNAN. We financed a couple of them recently over and above 
the $325,000. 

Senator Braun. Each company was individually financed, like an 
aluminum company, and so forth ¢ 

Mr. Brennan. That is right. 

Senator SparKMAN. Then your operations have not been confined to 
financing going concerns, but you have combined the financing of go- 
ing concerns and small businesses with a kind of relief program for 
distressed areas, have you not ? 

Mr. Brennan. That is correct, although it has been 

Senator Sparkman. And worked it all in as part of the program ¢ 

Mr. Brennan. That is right. We feel that we are very flexible. We 
have no written restrictive rules or regulations or polici ies. We will 
look at anything which is credit-worthy and which is of value to the 
community. The example I pointed out in Lawrence is the exception 
rather than the rule. We have maybe 3 or 4 

Senator SparKMAN. But it does indicate the flexibility that you can 
apply to your program. 

Mr. Brennan. That is right. 

Senator SparkMAN. And, even though it ay be the exception, 
you tiever know when the occasion may come to use it again. 

Mr. Brennan. Absolutely. 

Senator SparkMan. I ask this question. You might tell us this in 
your general statement anyhow, but what about the difference as be- 
tween going businesses and busiiesses that want to get started—new 
businesses th at want to organize ¢ 

Mr. Brennan. We have approved, I believe, four loans to brandnew 
enterprises, and it goes without saying that that is the hardest type 
of financing to accomplish. 

Senator SparKMAN. The hardest, but one of the most essential. 
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Mr. Brennan. That is right. That is correct. We have one loan 
toa company which does custom injection plastic molding. We have 
a loan to a company which has a new patented method of making 
formica for tabletops, and insulation materials, and so forth, at what 
we hope is half the cost of the normal product. We made a loan to 
a new outfit to produce athletic shoes for skates and baseball spikes, 
and things like that, for which there is a sizable demand right now. 
The name of the fourth company slips my mind temporarily. All 
of those companies had extreme difficulty in getting started, despite 
our money. 

Senator Crark. Their problem was raising equity capital, was it 
not ¢ 

Mr. Brennan. They had equity capital in addition to our loan. 

Senator Crark. They did? 

Mr. Brennan. Yes. 

Senator Clark. Where would they get that from ? 

Mr. Brennan. The company which is going to make formica is a 
combination of a smal] plastics outfit which had the exclusive rights 
to a machine, and a fairly sizable textile outfit which was looking for 
diversification for its company. One had the know-how and the other 
put up the equity capital, and we put in additional funds. The plas- 
tics-molding company basically acquired the equity capital by ringing 
doorbells among their friends, and we supplemented it with a re ather 
sizable loan. 

Senator Chark. They could do that without Securities and Ex- 
change Commission ¢ over age because they were so small. 

Mr. Hurtry. Under 25 stockholders, I think. 

Senator CLark. Less than 25 stockholders / 

Mr. Brennan. That is right. 

Senator CLark. Do you have any rule of thumb in connection with 
passing on loans as to the amount of equity capital you require under- 
ieath your loan to protect you / 

Mr. Brennan. That is a hard question to answer. Basically, in 
all these cases we look at the earnings record and prospects, and the 

capabilities of the management, and what the balance sheet looks like, 
the collateral which is available for the loan, and the value which this 
enterprise will be to the community. Even if it is a gilt-edged credit 
proposition, if there is not commensurate benefit to the community 
we will not make the loan. 

Senator Ciark. In effect, you are not entirely just a business out- 
fit, are you? You have public implic ations behind both your forma- 
tion and your policy, have you not? 

Mr. Brennan. That is right. 

Senator CLrark. Have you paid any dividends on your stock? 

Mr. Brennan. No. 

Senator CLarK. Do you ever expect to? 

Mr. Brennan. It is possible. I would not want to commit myself. 

Senator Ciark. But that would not be the primary purpose of your 
endeavors ¢ 

Mr. Brennan. Oh, no. 

Mr. Hurtey. You raised a very interesting question about the public 
implications of this corporation. I think those implications are to be 
found in the charter. The incorporators of this cor eporation were 
inembers of both parties in the Commonwealth, both Senators of the 
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United States from our State, with broad political and public rep- 
resentation. The bill went through very quickly, and the bill con- 
tains a provision that the corporation is not subject to income taxes 
within the Commonwealth. That is a recognition of the public policy 
which is being carried out by the corpor: os 

Senator Crark. But you are subject to Federal income tax / 

Mr. Hurtry. We are subject to Feder: al income tax, and that is one 
of our—— 

Senator Ciark. But you are nota nonprofit corporation 4 

Mr. Hurry. That is correct, and it is one of our hurdles at the 
moment. 

Senator Crark. I suppose you are making money, are you not? 

Mr. Brennan. We are. We made $31,009 in 1955, and $49,000 in 
1956, most of which we have put into reserves for possible future losses, 
since our experie nce is not yet great. We are making 10-year loans, 
and only 1 or 2 or 3 years have elapsed. 

Senator Clark. So far, there is no unreasonable accumulation of 
surplus. 

Mr. Brennan. There is not. 

Mr. Hurtry. We do not worry about that. Do you want to mention 
equity ? 

Mr. Brennan. Yes. Do you want me to continue? 

Senator Ciark. Yes; I wish you would. 

Mr. Brennan. One of the particular problems in Massachusetts is 
the fact that a sizable part of the industrial manufacturing space is 
old-type mill buildings 4 or 5 stories high, and so forth. We are doing 
all we can to provide as many modern, general-purpose, one-story, ef- 
ficient layouts a as possible. In this connection we have partic sated 
in 16 of these new buildings. You may have heard, or you may not 
have, of Route 128, which we pride ourselves on as being quite an in- 
dustrial development. We have four buildings on it. As I previously 
outlined, in most instances we are in a second-mortgage position, with 
equity under us and a sizable first mortgage ahead of us. 

Senator Ciark. That will generally result, will it not, if the new 
industries being located in suburbs on vacant ground and the old loft 
buildings remaining abandoned, except in instances such as you have 
related in Lawrence, where you are re: ally able to pull yourselves up 
by the bootstraps, or do you not think so? 

Mr. Brennan. I do not think think we do, for this reason: Many of 
our loans have been made to companies which for one reason or an- 
other are willing to move into these mill buildings which are being 
vacated by other companies. In that respect, including the Lawrence 
operation, 10 of our loans resulted in the maximum utilization of 3! 
million square feet of formerly vacant mill buildings. 

Senator Ciark. The thing that interests me is you find a market for 
those obsolete factories. 

Mr. Brennan. We do. 

Senator Ciark. Because by and large they are pretty inefficient, are 
they not ? 

Mr. Brennan. Not entirely. I do not know too much about the tex 
tile industry, but one building which most of them have is a weave 
shed. For instance, we have loaned approximately $1 million to com- 
panies outside Massachusetts who want to move in, and loaned them 
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money for moving expenses, and leasehold expenses, and a variety of 
things. 

Senator CLark. Are any of them in Pennsylvania / 

Mr. Brennan. No, sir. One of them looked at I ,ennsylvania, but 
they chose Massachusetts. 

Senator Ciark. | see. 

Mr. Brennan. That particular company went to New Bedford. 
They have on one floor 325,000 square feet of space in a weave shed, 
which has sawtooth roof construction, which gives marvelous lighting. 
To put up that kind of a building would cost them a fortune, and it 
was exactly what they needed. ‘They had a surplus labor supply 
available to them also. 

One of the other functions of the Development Credit Corporation 
is to act as a catalyst and to generate additional funds over and above 
loans which we actually make. Our loans have made possible the use 
of over 52 million in senior first mortgage money from conventional 
sources and an undetermined amount of equity funds which is still 
rather sizable. 

Senator Ciark. I think, Mr. Brennan, we have a pretty good idea 
now of your operation. I think it is very helpful to the committee 
and I certainly want to congratulate you and Mr. Hurley on the fine 
job you are —e 

I wonder if we could now turn to what you need, and what you 
think of these | bills? 

Mr. Brennan. We received a copy of the revised bill last Tuesday 

Wednesday, and we had a holiday interycning, so most of our 
opinion has been formulated in a very hurry-up manner by the direc 
tors strictly on the basis of a tele ‘phone ¢ ‘all from me, 

Senator Crarx. You are talking about S. 2160, are you not 4 

Mr. Brennan. That is right. That is correct. But I can say of 
the directors whom I have contacted, their feelings are these: First 
of all, we are not in a position to remark upon the need or the desir- 
ability of national investment companies in other parts of the coun 
try. We will concentrate our comments on Massachusetts, which is 
what we should and feel we do know best. 

We feel in States where a development credit corporation has been 
operating it should be given the opportunity to continue to operate 
as a development credit corporation. We do not think that if the 
need is being satisfied by a development corporation that there should 
be a competing national investment company. 

Senator Crark. Let me Agr you this: Do you think that the sue 
cess of your corporation in Massachusetts is affected by the fact that 
Boston is still, and always a as been, a pretty big capital market? I 
am thinking in terms of Massachusetts and the availability of capital 
there, and even the w: ly you r used it, as opposed to States in other 
parts of the country where they always have to come East for their 
money because there are not any local sources of any substance avail 
able? 

Mr. Brennan. That is a difficult question to answer. As a?oatter 
of fact, many of the people around Boston are constantly criti izing 
the financiers because too much Boston money is going to other parts 
of the country. 

Senator CLrark. But at least it is there. 
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Mr. Brennan. It is there. That is right. We also feel that, and 
Mr. Hurley will be in a position to comment, if you desire, on techni- 
cal aspects of our corporation which we feel are in conflict with the 
proposed national investment company. We also feel in connection 
with the remarks that we have not accumulated too much surplus in 
this corporation, that we should be entitled to the same tax advantages 
and liberalized treatment on reserve for possible losses as you have 
outlined in S. 2160 for national investment companies. 

We also feel that where it is possible that industrial development 
and financing of small business can be handled on a local basis by 
private capital and privately operated programs, such as we have 
done in Massachusetts. 

As you pointed out, what the needs are and what the availability 
of capital is in other parts of the country, we are not in a position to 
comment on. 

Senator Ciark. Are there similar corporations in Massachusetts 
or is yours really the only one in this field ¢ 

Mr. Brennan. To my knowledge there are m: iybe 2 or 3 local ones, 
confined to a particular community. That is deve ‘lopment corpora- 
tions. But their funds are raised by public subscription and to the 
greatest extent they are nonprofit institutions. 

Senator Ciark. Fundamentally it is a distress operation / 

Mr. Brennan. That is right. 

Senator Ciark. To relieve chronic unemployment. 

Mr. Brennan. And the money is basically bottom money for attract- 
ing prospects into their towns. 

Senator CLrark. Raised largely because of distress in that particular 
area ¢ 

Mr. Brennan. That is right. 

Senator Ciark. So by and large those corporations would not be 
filling the normal need for small business in a reasonab ly prosperous 
community 4 

Mr. Brennan. I would say that that is a reasonable statement. 

Senator SparkMAN. Do you regard yourself as competitive with 
private investment capital ? 

Mr. Brennan. First of all, we make no loans which are available 
from normal banking channels on reasonable terms. So we consider 
ourselves a secondary source of funds. 

Senator SparkMan. You had a “not” in there which you did not 
mean to put it. 

Mr. Brennan. I did? 

Senator SPARKMAN. Yes. 

Mr. Hurtey. I think so. 

Mr.. Brennan. I mean we are not competitive with existing financial 
institutions. 

Senator SPARKMAN. Because you do not make loans prov ided those 
loans are available from the regular credit associations? 

Mr. Brennan. That is right. 

Senator Ciark. How do you tie in with the Small Business Admin 
istration? Do you participate with them at all? Are they operating 
independently of you, or how; does it work out ? 

Mr. Brennan. I would say they are operating independently of 
us. I believe it is the policy of the Small Business Administration 
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that they are not supposed to make loans if they are available from 
development credit corporations. 

Senator Ciark. In other words, you are behind the banks, and they 
are behind you? a 

Mr. Brennan. That is my impression, although as a practical matter 
I would doubt it works out that way. 

Senator Brau. Do the banks call you up and say, “This is some- 
thing we cannot handle. Would you like to look it over?’ 

Mr. Brennan. That is right. The only reason we are making money 
is that we have a paid staff of only five people. I am operating vice 
president and I have 1 creditman and a bookkeeper who handles all 
of our accounting, and 2 secretaries. A normal institution could not 
operate like that. We do not need any sales force because the sales 
force for this corporation is our member banks, who bring their cus- 
tomers to us usually growing concerns whom they have financed by 
their short-term bank loans, and they have reached ‘the stage where the 
company needs long-term capital and cannot get by on normal bank 
financing. To that extent it is an economical operation. 

We are also very close to our member banks. While we make a com- 
plete and rigid ¢ ‘redit investigation of our own, their files are generally 
open to us for all of the background information we may need. 

Senator Ciark. I would like to press a little further the question 
about the Small Business Administration. Are vou aware of their 
presence up there / 

Mr. Brennan. Yes. 

Senator Crark. Are they actively in the field? Are they taking 
loans which you decline, or are you taking loans which they decline, 
or are you in competition with each other ? 

Mr. Brennan. I think we operate pretty much independently. I 
know of no case where we turned down a loan which they made, or 
vice versa either. However, I do not have a complete listing of their 
loans, so I cannot say. 

Senator Crark. But you do not as a matter of custom refer mat- 
ters to them which you do not feel you can handle, or vice versa ? 

Mr. Brennan. Generally speaking not. Once in a while we may. 

Senator Crark. Let us tie it down and go to something else. So 
far as you know, none of the loans which you have made are loans 
which came to you by reference from the Small Business Administra- 
tion? 

Mr. Brennan. That is correct. 

Senator Crark. And none of them, so far as you know, are loans 
which the Small Business Administration declined to make? 

Mr. Brennan. That is correct. 

Senator Sparkman. Let us go one step further. In applications 
made to you, have you detected loans that the Small Business Adminis- 
tration could make and you in turn referred them to the Small Busi- 
ness Administration, thereby relieving you from that extra load ? 

Mr. Brennan. I just cannot answer that question. We have not 
given it any consideration, to my knowledge. 

Senator SparkKMAN. But you do not know of any case? 

Mr. Brennan. No; I donot. 


93527 D7 S 








108 CREDIT NEEDS OF SMALL BUSINESS 


Senator SparkKMAN. Where, after getting the application or the 
facts, you might say, “You ought to be able to borrow through the 
Small Business Administration” ? 

Mr. Brennan. No, sir. 

Senator Crark. The Small Business Administration is not a signifi- 
cant factor in your business life. Can we put it that way ? 

Mr. Brennan. No; I would not say that. I do not know exactly 
how many loans it made or in what dollar volume. I would think 
they make a considerable number of loans and operate throughout 
New England. Dollarwise I would say from the few facts I have 
available that we have loaned considerably more money in Massa- 
chusetts than the Small Business Administration. 

Senator Crark. Mr. Brennan, could you give us your thinking on 
what, if anything, you need to be more e ffective, outside of the tax 
factor, which I think you covered 

Mr. Brennan. [think I will refer that to Mr. Hurley. 

Mr. Huriry. I would like to go back to the tax factor. I think 
it is most important that this corporation should have inducements 
whereby individuals and corporations will invest in common stock 
»f the corporation. 

Senator CLark. You understand this committee has no jurisdiction 
over tax matters, nor this subcommittee. 

Mr. Hurry. But all I point out is, it is one of the handicaps hold 
ing back this corporation. We have the $12 million of borrowing 
capacity available and can only use 86 million because the equity is 
not there to support the 8 to 1 ratio. We do not represent, and, as a 
matter of fact, our SEC statements said it was a speculative invest- 
ment and dividends were unlikely. The motivation of a stockholder 
is not that of an investor, but that of a person who wants to contribute 
to the community. With that in mind it is our earnest hope that tax 
inducements may be given so that these corporations can avail them 
selves of their full potenti: . One of the inducements might be 
the permission to charge off a portion of this investment in the year 
of the investment. We know what help has been given in Texas to 
avail oneself of the natural resources of that great State. This cor 
poration is providing jobs and improving the economy, and is funda 
mentally a quasi- public operation. 

Senator CLark. You think there should be a depletion allowance / 

Senator SparKMAN. Rapid amortization. 

Mr. Hurtry. We think our investors should be entitled to some kind 
of allowance for the purposes which would encourage investment in 
the equity of the corporation. Also we have gone through the honey 
moon period, as Mr. Brennan pointed out, in the economic experience 
of our loans, and we know there may be other times ahead of us. We 
think the bad debt reserves should be allowed on a realistic basis. 

Possibly the an: alogy should be made to sav ings banks, where the Df 
are allowed to accumulate reserves up to 12 percent of their deposit 
position, which might be a sound basis to apply to us, but increasing 
the percentage to 20 percent. There is a lot of work that can be 
done at the Federal level to make this kind of a corporation even 
more successful than it has been in Massachusetts. 

Senator CLark. Does that cover it / 

Mr. Hi RLEY. | would like to comment on the bill. if I mioht. 

Senator Crark. Yes. 
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Mr. Hurry. This bill, as most recently revised, does provide for 
and does contemplate the existence of State development corporations. 
I want to point out, however, that I think the provision for a change- 
over from a State cor poration to a Federal corporation under the bill 
as now drawn is quite unworkable. 

As you probably know if you have seen our charter, basically there 
are two kinds of investors: (1) is the stockholder aes (2) the mem- 
ber banks. Under our ae the stockholders elect only one-third 
of the board of directors, and the member banks, members who are 
financial institutions, including insurance companies, which are a big 
part of this, elect two-thirds. The setup that is contemplated for 
these national investment companies in my opinion cannot be dove- 
tailed as the bill is now drawn with the State development corpora- 
tions as they now exist. 

Senator CLark. You had better be a little more specific. 

Mr. Huruery. I will be. The reason for the public charter permit- 
ting the se tup of a de ‘velopment corporat tion was to permit our State- 
chartered institutions basically to become a part of this corporation— 
our savings banks, our State banks. I think it is extremely question- 
able whether those institutions could participate in a federally char- 
tered corporation. They get their authority from the State and have 
the authority now under this development setup. I doubt if they 
would have authority 

Senator Crark. There is nothing we can do by changing the lan- 
guage of the bill to remedy that situation, is there / 

Mr. Hurvry. I think it would be extremely doubtful that it would 
be feasible for a development corporation to change to a Federal 
charter if, by doing so, it would lose as members a very important part 
of its membership and financial position. 

Senator Crark. But again I say, there is nothing that we can do 
to remedy that, is there, by changing the terms of the bill, or is there ? 
Do you have a comment / 

Mr. Huriry. I would like to comment on the fact that as the bill 
is now drawn it gives a 6 months’ grace period in any State. In other 
words, a national investment company cannot be formed for a 6 
months’ period. It seems to me it may be worthwhile for you to con- 
sider if a development corporation is doing its job in a State, possibly 
a national investment corporation should not be formed in that State, 
because you do have the financial community in a corporation which 
iS providing the service this corporation is designed to furnish. 

Senator CLrark. Am I wrong that the provisions in the bill are per- 
missive and not mandatory ? 

Mr. Hurtey. The provisions are permissive, but there is a provision 
that an investment corporation can be formed in a State if a develop- 
ment corporation does not change over to an investment corporation 
within a period of 6 months. 

Senator CLark. Isee. Anything else / 

Mr. Hurtry. That is my basic objection. I do not want to take up 
too much of your time with other detailed comments. 

Senator Cirark. The committee would be grateful to you if you 
would put your testimony and comments in the form of a statement and 
send it down to us, so we would have the benefit of your thinking. 

Mr. Hurtey. [ would be very pleased to do that. 

Senator Chark. [think it would be better 
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Senator SparkMAN. Let me follow up a little bit on this taking over 
in the State development corporation. It seems to me offhand, and 
I want to ask you if you agree with me, that if there is to be a setup 
such as proposed by this legisl: ition there must be some method of mak- 
ing it possible for a St: ite organization to come within the national 
organization. That has been done, I believe, in ever y other setup we 
have had. Even the banks themselves, the Federal Reserve members, 
the savings and loan associations, and practically every organization 
of that type. 

What alternative would you suggest if this proposed pl in could not 
legally operate in connection with your organization’ Is there a 
provision in your charter allowing for ¢ change ¢ 

Mr. Hurtey. There is no such provision, Senator Sparkman. There 
is a provision too that if there is any basic change in the charter, that 
each one or any one member can withdraw from ‘the cor poration. 

Senator SparKMAN. Of course, it is only permissive. 

Mr. Hurtey. That is right. 

Senator SparkKMAN. It is left up to the Federal Reserve Board as to 
whether or not to approve of the establishment of a member bank 
that State. 

Mr. Huruey. That is right. 

Senator SparkMAN. And I would assume that, taking your case, for 
instance, if your organization continued to do a job properly and pre- 
ferred to operate as a State organization, certainly your appeal would 
lie to the Board not to allow any other organization to come in. It 
seems to me if you make out a good case, that would certainly be 
observed. 

Mr. Hurtry. If I may refer specifically for just a moment to sec- 
tion 101, subsection (c), in line with your comment, Senator Spark- 
man, I think it is possible in subsection (c) to provide that the Board 
of Governors of the Federal Reserve System shall consider the ade- 
quacy of existing sources of financing, including State development 
corporations, to meet the needs referred to in that section, That will 
be one of the factors in determining whether or not a charter shall be 
given to an investment company. 

Senator SPARKMAN. To a competitor. 

Mr. Hurry. Precisely. 

Senator CrarkK. That is what I had in mind when I said the pro- 
¥ isions were per missive and not mand: ator Vy. 

Senator Braun. Will the gentleman yield / 

Senator CLark. Senator Beall. 

Senator Bratt. You say you cannot operate under your charter, and 
you cannot come under this bill. If you were given a longer time, let 
us say, 2 years, could not your legislature amend your charter ? 

Mr. Hurrey. It would take at least that amount of time, I think. 
Our principal concern is where we now have the principal financial 
institutions of Massachusetts in this corporation, and they would have 
a right to withdraw if we make any basic change in charter. We are 
not anxious to give them the right to withdraw in order to have the 
corpor: ation avail itself of rights “under a Federal charter. 

Senator Beaux. Yes, but I was just wondering under this bill if you 
are a nonprofit organization, as far as membership is concerned. 


Mr. Hurtry. No. 
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Mr. Brennan. We are a profit-making institution. 

Senator Bray. But you have not paid any dividends and do not 
contemplate any. 

Mr. Brennan. We have not paidany. I do not say in the long run 
we do not contemplate any. 

Senator SparKMAN. Eventually you will be able to pay dividends 
if you continue to earn money. 

Mr. Hurtey. We have not earned any yet. 

Senator Sparkman. I thought you said you had a $31,000 profit. 

Mr. Brennan. That profit is before the bad debt reserve. 

Senator Sparkman. I see. 

Mr. Brennan. We made thirty-one thousand-odd dollars in 1955, 
and $49,000 in 1956, but that is before bad debt reserve, and we put 
almost all of it into the bad debt reserve. 

Senator SpARKMAN. Let me say this: It seems to me, just thinking 
out loud, that it would be entirely reasonable to lengthen the term 
beyond 6 months. My own personal feeling is if you continue to oper- 
ate successfully and adequately as a State organization, I say more 
power to you. Blessings on you. 

Senator Ciark. I get the feeling—and correct me if I am wrong 
that you gentlemen are not very anzious to have the Federal Govern- 
ment come into your backyard, because you think you are taking 
care of that backyard pretty well. 

Mr. Brennan. That is correct. That is right. 

Senator SparkKMAN. I am in favor of the States doing as much as 
they can for their own business. 

Mr. Brennan. Good. 

Senator Braun. As a States righter, I have to commend them for 
that. 

Senator Crark. We have another bill before us, S. 2185, introduced 
by Senator Humphrey. Mr. Cash of our staff suggested to me that 
you perhaps would be abbr in the possibility of borrowing 
money from the Small Business Administration to use in your own 
activities, which could be arranged if S. 2185 were amended so 
that it apphed not only to nonprofit corporations, but also to State 
development companies which met certain standards. 

Would you resent that much intrusion from the Federal Govern- 
ment ¢ 

Mr. Brennan. The Small Business Administration would have : 
position then similar to what our members do now in lending to us at 
a quarter of 1 percent above the primary. 

Senator CLark. In other words, you would get Federal money 
through the Small Business Administration and you would be oper- 
ating as a State-organized cor poration the way you are now, but this 
would be an additional source of capital to you, to be sure, nonequity 
capital. 

Senator Brau.. Along that line, do they have any trouble getting 
money from the individual banks ¢ 

Senator Ciark. That is what I was coming to. Because as I under- 
stood your testimony, you could use a lot more money than vou have 
now. 

Mr. Brennan. For the immediate future we have $1,900,000 which 
we can lend to borrowers. So for the immediate future we are all right. 
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I believe Mr. Hurley is talking about the long pull when he is talking 
about the availability of additional equity capital. 

Senator Crark. Then let me restate the question in this way: You 
think the legitimate needs of small business in Massachusetts are being 
met by your company, the Small Business Administration, and the 
norma! facilities for credit which are available in the Commonwealth. 
Is that right ? 

Mr. Hurtry. That is a fair statement. 

Senator CLark. For you there is no problem which requires Federal 
legislation, except in the tax field ? 

Mr. Hurtey. To encourage this kind of corporation further much 
can be done at the Federal level. 

Senator CLARK. But almost entirely in the tax field ? 

Mr. Huruey. There is one place where probably something else 
might be done, and I think it is apropos of the question you raised. 
I know that the Federal Reserve Bank authority under section 13 (a) 
to make loans to industry would be taken away if a certain bill passed 
by the Senate becomes law. I wonder whether or not it might not 
be possible or desirable for this kind of corporation to be permitted 
to discount its notes with the Federal Reserve bank. In other words 
the Federal Reserve bank would have the authority to acquire notes 
and mortgages of this corporation, so as to give it a greater economic 
potentiality. 

In fact, I want to point out to you, Senator Clark, under our 
charter we cannot borrow money except from our members. We have 
to go to our members first, and have to go to them in any event. That 
would not prevent us, in my opinion, from having our notes and 
mortgages discounted if there were no secondary obligation upon us, o1 
if we had a right to repurchase them at a future time. 

Senator Crark. How about rediscounting with the Small Business 
Administration ? 

Mr. Hurtey. There are possibilities there, too. I might say we have 
not discussed it with our board and are speaking completely off the 
cuff as individuals here, but I think that is a possibility worthy of con- 
sideration. 

Senator Brat. Along that line, how about if the Federal Reserve 
were permitted to discount your paper ? 

Mr. Hurtey. That was the suggestion I made to Senator Clark. It 
might be desirable. I make that as an individual and not on behalf of 
the corporation. 

Senator Crark. Is there anything further, Senator Sparkman ? 

Senator Sparkman. You said a moment ago you do not regard your 
selves and your organization as being competitive with private banks 
Do the banks feel the same way toward you? 

Mr. Brennan. That is right. 

Senator SpaRKMAN. Do you have a good working relationship ? 

Mr. Brennan. That is right. 

Senator Sparkman. They feel yours is supplementary rather than 
competitive ? 

Mr. Brennan. That is correct. We have a very close relationship 
with them and, as I say, they are the so-called sales de ‘partment for this 
corporation, which, under normal circumstances, is as it should be. 
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Senator Ciark. This is a question I wanted to ask you, Mr. Brennan: 
Do you know whether there are similar investment companies and de- 
velopment corporations in the other New England States 

Mr. Brennan. It so happens I have a complete tabulation here of 
where they are, if you would like me to read it. 

Senator Crark. I think it would be helpful to have it in the record, 
because at the moment you are the only witness we have from New 
England. 

Mr. Brennan. The active deve lopment credit corporations at the 
present time are Connecticut, Maine, Massachusetts, New Hampshire, 
New York, North Carolina and Rhode Island. 

Senator Crark. We have a witness from North Carolina, but except 
for that, I would like your comment on the others. 

Mr. Brennan. Right. 

Senator Ciark. Particularly with reference to relative size. 

Mr. Brennan. In the New England States, with the exce ption of 
Vermont—Vermont has a corporation which I think has to raise a few 
thousand dollars more and it is ready to go, but it is not actively en- 
gaged in lending operations at the present time. We are much larger 
than all of the others, and probably larger than all of the others com- 
bined. 

Sentor Crark. Including New York? 

Mr. Brennan. That is in the New England States. New York, in 
my opinion, will eventually be the largest, because it has a tremendous 
source of funds. I think it is $50 million. I am not sure. 

Senator Crark. Even more than Boston? 

Mr. Brennan. That is correct. 

North Carolina has been in existence for about a year, and I know 
they have raised $1 million in stock and have made quite a few loans. 
The ‘re are deve ‘lopme nt credit corpor: itions authorized in six other 
States, but they are not currently engaged in lending operations. 
These are Arkansas, Georgia, Michigan, South Dakota, Vermont and 
Wisconsin. 

There are seven States which have specific legislative proposals on 
the boards for development credit corporations, and those are Florida, 
Minnesota, Mississippi, Montana, New Jersey, South Carolina and 
West Virginia 

That sounds like a national convention right now. There are six 
other States who are act ively considering development credit corpora- 
tions, but have just not reached the legislative stage. Those are Ari 
zonn. Illinois. New Mexico. Oregon, Virginia and Washington. 
Kansas has a ce velopment eredit corporation, but it is not statewide. 
I believe it is on a regional basis. Pennsylvania has one which is close 
to us, but that is State funds. 

Senator Crark. A little different. 

Mr. Brennan. And only used im the construction of new buildings. 

Senator CLark. Ours is primarily for distressed areas. 

Mr. Brennan. That is correct. 

Senator SparkMAN. Is there an association of your organizations ? 

Mr. Brennan. There is a northeast conference of development 
credit, corporations, which includes the six New England States and 
New York. 

Senator Sparkman. Are you a part of that? 
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Mr. Brennan. I am, and I am _ the chairman at the present time. 

Senator SparKMAN. I wonder if you can tell us whether or not the 

views you have expressed here this morning represent the views gen- 
erally of the members of that organization ? 

Mr. Brennan. Time has been a problem with us and I have only 
talked to one other manager of a corporation, and that particular cor- 
poration’s views were the same as ours; but I cannot say that with 
authority, although the secretary of our conference is in the process 
of polling the seven members, and I am sure you will get the results. 

Senator Sparkman. Will you make that available to us? 

Mr. Brennan. That is right. I will. 

Senator SparKMAN. I would like to ask it be included at this point 
in the hearings, Mr. Chairman, if it comes in in time. 

Senator Crark. The results of this poll, when sent to this committee 
subsequently by the secretary of the northeast conference of develop- 
ment credit corporations, will be inserted in the record at this point, 
if it is received. 

Senator Ciark. If there is nothing further, thank you very much, 
gentlemen. Your testimony has been most helpful to us. 

Mr. Brennan. Thank you. 

Senator CLark. We appreciate your coming down here. 

Mr. H. Powell Jenkins, executive vice preside nt, and Marshall B. 
Hartsfield, counsel, the Business Development Corporation of North 
Carolina, Raleigh, N. C. 

Gentlemen, we are happy to welcome you here. Do you gentlemen 
have a prepared statement ? 


STATEMENT OF H. POWELL JENKINS, EXECUTIVE VICE PRESI- 
DENT; ACCOMPANIED BY MARSHALL B. HARTSFIELD, COUNSEL, 
THE BUSINESS DEVELOPMENT CORPORATION OF NORTH CARO- 
LINA, RALEIGH, N. C. 


Mr. JeNKINs. No,sir. I have some notes. 

Senator Crark. Will you proceed in your own way, and I think you 
can tell from the questioning of the prior witnesses what we are par 
ticularly interested in. 

Mr. Jenkins. I believe you gentlemen may be intereste di in knowing 
about the development and the prospects of the North Carolina De- 
velopment Corp. 

The Business Development Corporation of North Carolina was cre- 
ated under the provisions of chapter 1146 of the 1955 Session Laws of 
North Carolina. It had its organization meeting on January 5, 1956, 
and actual operations began in April of last vear. Its first loan was 
made in April of last year. 

The purposes of the corporation are to promote, stimulate, develop 
and advance ag business prosperity and economic welfare of the 
State of North Carolina and its citizens; to encourage and assist 
through loans, investments or other business transactions, in the loca- 
tion of new business and industry in the State and to rehabilitate and 
assist existing business and industry; and so to stimulate and assist in 
the expansion of all kinds of business activity which will tend to pro- 
mote the business development and maintain the economic stability 
of the State of North Carolina. 
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The Business Development Corporation of North Carolina coop- 

‘ates and acts in conjunction with other organizations, public and 
private, in the promotion and advancement of industrial, commercial, 
agricultural, and recreational developments in the State. 

Among other things, it is authorized to make loans to any person, 
firm, corporation, joint stock company, association or trust. That 
provision does not provide whether the loans shall be secured or not. 
So you might say the lending authority of the corporation is wide 
open and is ; determined by the policies of the corporation. 

However, the corporation cannot approve any application for a loan 
unless and until the person applying for the loan can show he has 
applied for the loan through ordinary banking channels, and that it 
has been refused by at least one bank, or other financial institution. 
Generally we regard that to include the applicant’s bank of deposit 
and that is where we start to determine whether or not he can get a 
loan from other sources. 

Senator Ciark. Do you require that rejection to be in writing admin- 
istratively ¢ 

Mr. Jenkins We ask for it in writing and nearly always receive 
it. First we ask for the ane s statement in writing that the loan ap- 
plicant is unable to get the loan from it, and if the bank is unwilling 
to make the entire loan, we ask the applicant to see if his bank would 
participate in it. Occasionally, a bank is reluctant to give that in- 
formation in writing, whereupon we check back with the bank to 
satisfy ourselves if that is the case. In other words, we are definitely 
satisfied either in writing or by other satisfactory confirmation. 

Senator CLark. You do not insist on wr iting ? 

Mr. Jenkins No; we ask for it and try to get it in writing, but 
occasionally a bank does not want to state in writing its reasons for 
declining a loan. However, this is very rare. ‘That also applies to an 
insurance company occasionally. 

The corporation is also authorized to purchase, receive, hold, lease, 
or otherwise acquire, and to sell, convey, transfer, lease or otherwise 
dispose of, real and personal property, toge ‘ther with such rights and 
privileges as may be incidental and appurtenant thereto, and the use 
thereof, including, but not restricted to, any real or personal property 
acquired by the corporation from time to time in the satisfaction 
of debts. 

I am going over these particular provisions or authorities of the 
corporation because I think it is interesting to see just how broadly 
and flexibly the corporation is set up. 

The corporation is also authorized to acquire the goodwill, business, 
rights, real and personal property, and other assets, or any part there- 
of, or interest therein, of any persons, firms, corporations, joint stock 
companies, assoc Saini or trusts, and to assume, undertake, or pay 
the obligations, debts or liabilities of any such person, firm, corpora- 
tion, joint stock company, association or trust. 

It is also authorized to acquire improved or unimproved real estate 
for the purpose of constructing industrial plants or other business 
establishments thereon, or for the purpose of disposing of such real 
estate to others for the construction of industrial plants or other 
business establishments; and to acquire, construct or reconstruct, alter, 
repair, maintain, operate, sell, convey, tr: ansfer, lease, or otherwise 
dispose of industrial plants or business establishments. 
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It is authorized to acquire, subscribe for, own, hold, sell, assign, 
transfer, mortgage, pledge or otherwise dispose of the stock, shares, 
bonds, debentures, notes, or other securities and evidences of interest 
in or indebtedness of any person, firm, corporation, joint stock com- 
pany, association or trust, and while the owner or holder thereof to 
exercise all the rights, powers and privileges of ownership, including 
the right to vote thereon. 

The corporation is authorized to mortgage, pledge, or otherwise en- 
cumber any property, right or thing of value acquired pursuant to the 
powers I have just mentioned, as security for the payment of any part 
of the purchase price thereof. 

In other words, it could acquire a very large industrial plant or 
property and construct a complete plant and equip it cmaiene ‘ly, and 
to mortgage it as security for the payment of any part of the purchase 
price. 

Senator CLark. I think we can agree you have very broad powers. I 
think we understand that. 

Mr. Jenkins. Yes, sir. 

Senator Ciark. Perhaps you could tell us what you have actually 
done and how you got your money. 

Mr. JENKINS. The corpor: ation is subject to examination by t he com- 
missioner of banks of the State of North Carolina, and must furnish 
such information as may from time to time be required by the secre- 
tary of state, but it shall not receive money on deposit. It is so designed 
that it shall not compete with other financial institutions such as 
banks, insurance companies, and building and loan associations, but 
in effect picks up where they leave off. 

Through May 31, 1957, after 14 months of operations, the corpora 
tion has received 106 formal applications for loans. Of that number, 
37 loans have been approved totaling $2,574,465, of which 4 have been 
in partic ipation with banks whose participations total $106,800. 

Senator Ctark. Mr. Jenkins, do you mind putting in the record now 
where you got your capital / 

Mr. Jenkins. The corporation has a capitalization of $1 million, 
sir, consisting of 100,000 shares of $10 par value per share. Stock is 
owned by individuals, civic clubs, businesses, financial institutions, 
and so forth, but primarily by individuals and businesses. We have 
about 1,840 stockholders. 

Senator CLark. What is the total amount of money you have raised 4 

Mr. Jenxrns. $1 million through the sale of stock. I think we have 
over 400 shareholders having just 1 share each. 

Senator Chark. Yoursisa corporat ion for profit > isit not? 

Mr. Jenxins. That is right. That is not the primary purpose, 
however. 

Senator CLrark. Did you hear the testimony of the witnesses from 
Massachusetts? 

Mr. Jenxins. I heard the latter part of it. 

Senator CLark. Generally speaking, as | understand it, your corpo- 
ration, like theirs, was formed to assist in bringing industry into North 
Carolina and keep it there, and, while you are not going to turn down 
a profit, that is not the primary purpose of your organization. Is that 
correct ¢ 

Mr. Jenkins. That is correct. It is a profit corporation but that is 
not the primary purpose. Of the remaining applications that have 
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been received some of them were declined for reasons which the loan 
committee felt were not in keeping with the purposes of the corpora- 
tion, that is, they were solely for the purpose of refunding existing 
indebtedness, or for personal rather than community benefits. Others 
were declined for other reasons that were considered to be ineligible 
for financial assistance from the corporation. 

Several applications have come in that might have been eligible for 
loans, and members of our staff assisted the applicants in getting the 
loans through normal channels after they have been turned down by 
normal channels. 

Senator Ciark. Can you tell us a little bit about the executive or- 

ganization of your corporation, how it is run, et cetera? Do you have 
a Tae of direc ‘tors, and how are the »y se ‘lected / 

Mr. Jenxins. The corporation has statewide representation and, as 
mentioned, it has $1 million of capital stock authorized and outstand- 
ing. In addition to that it has 102 members consisting of banks, life 
insurance companies and savings and loan associations. Between the 
members and the capital stock, we have $4,400,000 available for the 
corporation’s use, 

As mentioned, we have approved loans of about $2,500,000 up to this 
time, which means we have available an additional $1,900,000. The 
volume of repayments are beginning to be impressive and we should 
have a good turnover of our available funds. 

Senator Ciark. Are you the principal executive officer, Mr. Jenkins ? 

Mr. Jenkins. Yes, as the executive vice president. 

Senator Crark. And you give your whole time to it? 

Mr. Jenxins. That is right. 

Senator CLark. Do you have a board of directors ? 

Mr. Jenkins. Yes,sir. Consisting of 18 members. 

Senator CLark. How are they selected ? 

Mr. Jenkins. One-third by the stockholders and two-thirds by the 
members at the annual meeting. The directors, in turn, elect the 
executive committee, loan committee and the officers. The officers are 
not necessarily directors, nor are they necessarily stockholders. 

Senator CLrark. How big an overhead do you have? 

Mr. Jenkins. Our organization consists of myself as the executive 
officer and we have a credit man and two secretaries. One of the 
secretaries takes care of our bookwork. So we have an organization 
of four people. 

Senator CLark. Can you tell us a little bit about the nature of the 
loans you have made é 

Mr, Jenxins. Of the loans we have approved, an interesting point 
about them is that 54 percent of the dollar amount is to assist in the 
construction of new plants or the expansion of existing plants; 29 
percent of the dollar amount for the acquisition of machinery and 
equipment: 12 percent for working capital purposes; and, 5 percent 
for the payment of existing inde sbtedness which, of course, is very 
small in proportion to the loan. 

Senator Crark. Are all of those loans, or is there some contribution 
to equity capital ? In other words, you have not bought any stock, 
have you? 

Mr. Jenkins. No. Our activities thus far have been confined to 
lending, although there have been several occasions where there have 
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been discussions with respect to the possibility of constructing plant 
buildings. 

Senator Crark. But you have not actually done it / 

Mr. Jenxrns. Not yet. No, sir. 

Senator CLark. Can you give us a little information about the terms 
of the loans and the interest rates ¢ 

Mr. Jenkins The interest rate is 6 percent. That is a rate which 
has been adopted, for the reason that loans from our members must 
bear interest of not less than one-fourth of 1 percent in excess of the 
prime rate on unsecured commercial loans, which does not give us 
very much spread. 

Senator CirarK. How about the term? 

Mr. Jenkins. The term of the loans depends very much on the pur- 
pose of the loans. None of our loans thus far have been approved for 
repayment over a period in excess of 10 years, although there is no 
legal limitation on the period. It isa matter of policy. 

Senator Ciark. Will a number of them have shorter terms? 

Mr. Jenxtns. We have one loan of 18 months and several from 3 to 
5 years. The average is about 614 years. 

Senator CLark. How about collateral ? 

Mr. Jenkins. We think our loans are reasonably secured by col- 
lateral. 

Senator CLark. Do you take mortgages ? 

Mr. JenKIns. Yes, sir. 

Senator CLarKk. Do you ever take second mortgages ? 

Mr. Jenkins. Yes, sir. I think we have in a few instances but 
most of our loans are secured by first mortgages, and in some cases 
personal guaranties of the loans. 

Senator SparkKMAN. How do your terms on the rate of interest and 
also the terms of the loan compare with those given by private banking 
institutions for similar loans ? 

Mr. Jenxtns. Very few private or commercial banks make long- 
term loans, especially under conditions as they are today. 

Senator Sparkman. Is the rate of interest comparable ? 

Mr. Jenkins. The rate of interest is comparable. Somewhere be- 
tween 5 and 6 percent. Insurance companies recently have had about 
the same interest rates, but they have in times gone by been down to 4 
to 5 percent. 

Senator SparkMAN. Have your loans been primarily or perhaps 
altogether small-business loans ? 

Mr. Jenkins. I believe all of them have been to small-business con- 
cerns so far, although there is no restriction on the size of a business 
enterpr ise that may borrow from the corporation. 

Senator SparKMAN. You do not go into a program of putting up 
buildings in a particular area on the chance of getting some industry 
to come in there, do you 4 

Mr. JenxKrns. No, sir. 

Senator Sparkman. In other words, your loans are made to the 
industry itself ? 

Mr. Jenkins. We have made several loans to local —— cor- 
porations set up for community benefit. They raised a part of the 
funds, perhaps in the ne ‘ighborhood of 50 percent of the cost of land 
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and new building to be leased to a manufacturing concern and we 
would lend the balance needed for the land and building. 

Senator SparKMAN. But at the time they did it they had a definite 
industry in mind? 

Mr. JENKINS. Yes, sir. A lease is executed before construction starts. 

Senator SpAaRKMAN. And not setting up a plant and inviting indus- 
try to come in? 

Mr. JENKINS. No, sir. We absolutely discourage any program like 
that. We want it on a sound basis. 

Senator SparKMAN. I have to leave in a few minutes. If I may ask 
a few questions, I can finish up what I have in mind. 

Senator Ciark. Yes. 

Senator SparkMAN. You have been going for about a year now? 

Mr. JENKINS. Fourteen months. 

Senator SparkMAN. Are you pleased with the progress that has 
been made ? 

Mr. Jenkins. We are pleased with it, Senator, and I think every 
person in North Carolina who is acquainted with the corporation’s 
activities is pleased, also. 

Senator SparKMAN. You have had good cooperation ? 

Mr. Jenkins. Splendid cooperation. 

Senator SparkMAN. You and the banks and private lending insti- 
tutions work together ? 

Mr. Jenkins. We work very closely together. 

Senator Sparkman. You heard the suggestion made by the Massa- 
chusetts gentlemen with reference to the provision in this bill to make 
it possible for a State development corporation to come within the 
framework if it saw fit to do so, as has been done in practically all 
of these similar establishments. Do you have any suggestion on that? 

Mr. Jenkins. You mean, to come within this national investment 
company bill that you have ? 

Senator SparkMAN. Yes. If it sees fit to do so. 

Mr. Jenkins. I think perhaps I have been in a bit of a similar situ- 
ation as Mr. Brennan of Massachusetts in that, because of the time 
element, I have not been able to consult our directors individually or 
collectively. 

Senator Sparkman. The provision in the latest draft of the bill is, 
6 months or longer within the discretion of the Board of Governors 
of the Federal Reserve. It does not mean that they have to come in 
within that time, but they are protected against any other establish- 
ment for that length of time. 

Mr. Jenkins. Yes. 

Senator SparkMANn. Just as a practical matter, do you not believe 
that if we extend that time, let us say, to 2 years, that within that 
time it probably would be advantageous for the State organization 
to become a part of the overall program ? 

Mr. Jenkins. I think it would depend a lot upon the provision and 
intent of the new setup. Much would also depend on the policies 
expected to be established. 

Senator Sparkman. Yes. And you would have an opportunity 
to see in what direction it was going. 

Mr. Jenkins. That is right. I do not think we could say in 6 
months time whether or not it would be desirable to change over. 
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Maybe we could. But I think that would be a rather short time to 
make the necessary study, because it takes a while for a new setup to 
get going. 

Senator SparkMAN. You do recognize the general overall need for 
some such setup as this for small business, either as designed in this 
bill or in the individual States by such organizations as yours and the 
one described to us in Massachusetts / 

Mr. Jenkins. Yes. I think, of course, the Small Business Admin- 
istration is going a long ways toward helping small business through 
out the country. 

Senator Crark. I was going to ask you whether you encountered 
the Small Business Administration in North Carolina ¢ 

Mr. Jenkins. They are very much alive. 

Senator CLark. What is your rel: ationship to them / 

Mr. Jenkins. Our relationship with them is very good. 

Senator Crark. How do you handle the matter of competition? 
Do you wait until they turn some association down, or vice versa, or 
do you both bid for the same loan ¢ 

Mr. Jenkins. I do not think we bid for the same loan by any means, 
but I know we have had applicants come in and say the Small Busi- 
ness Administration referred them to us; and I have on occasion re- 
ferred an applic ant to Small apa Administration. 

Senator Ciark. Generally speaking, what is the difference in the 

category of loan that you take aun that which the Small Business Ad- 
ministration ng Is it the same kind of loan / 

Mr. Jenkins. I do not know that I can speak for the polici ies of the 
Small Business Administration but there are some similarities in the 
loans, of course. There might be a loan applicant to come in who 
could conceivably be the type where either the Small Business Ad- 
ministration or the Business Development Corporation of Nort! 
Carolina could make the loan. 

Senator Crark. Do you loan for a longer period of time than they 
do? 

Mr. Jenkins. No. I think our present maturities and average 
length of loans perhaps run very similar to the Small Business Ad- 
ministration’s loans, per haps a little longer. 

Senator CLrark. You do not see any particular need for an agency 
which can make long-term loans to smal] business / 

Mr. Jenkins. Ten years Seems to be the vene rally accepted maxt- 
mum repayment period for loans to small business, We do have 
requests sometimes for loans to run for longer than our usual 10-year 
limit, and I believe we will have occasions to approve longer ma- 
turities. 

Senator Sparkman. T think it is a distinction to be kept in mind, 
which you mention, that in the case of your organization you have 
more flexibility so far as long-term loans may be concerned than the 
Small Business Administration has. 

Mr. Jenkins. Yes. 

Senator SparkMAN. I think in fact the Small Business Administra- 
tion is quite restricted in its long-term lending setup. 

Mr. Jenkins. That is right. 

Senator SparkMAN. The purpose of this legislation as I see it Is 
primarily to take care of long-term credit which the Small Business 
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Administration under its present setup is simply not prepared to fill, 
and which the local banks cannot under their present setup, and which 
the securities market cannot fulfill because of the high cost of borrow- 
ing. It is possible to get the money by selling securities imaginably, 
but practically not. 

Senator Crark. As I understand it from Mr. Jenkins, much to my 
surprise there happens to be no particular need so far as he knows, 
in North Carolina—— 

Senator SparKMAN. There may not be. 

Mr. Jenkins. You mean as to the national investment companies / 

Senator Crank. Did IT misunderstand your point of view ? 

Mr. Jenkins. No, sir; you are correct. At least for the present. 
The Business Development Corp is taking care of the needs of that 
kind very well. Considering also that the Small Business Administra- 
tion is very active. 

Senator Sparkman. You have something over $1 million worth of 
stock already subscribed for. 

Mr. Jenkins. That is right; $1 million authorized and paid in. 

Senator SpARKMAN. What is your lending ratio / 

Mr. Jenkins. We have available to us from our members another 
$3,400,000, which makes a total $4,400,000 we have for our purposes; 
and membership applications are still coming in from financial institu 
tions. 

Senator SparKMAN. Is it a standing arrangement that your stock- 
holders or your lenders will lend you on the basis of 4 to 1 on your 
capital stock 

Mr. Jenkins. No, sir. Oblgations of the corporation cannot ex- 
ceed 10 times the amount of paid-in capital. Insofar as banks are 
concerned, when they become members, they agree to make available 
to us up to 2 percent of their capital and surplus, on a pro rata basis. 

Senator Clark. In effect it is a line of credit. 

Mr. Jenkins. That is right. 

Senator SPARKMAN. Two percent / 

Mr. Jenkins. Two percent. With respect to life insurance com- 
panies, theirs is based on a percentage of capital and unallocated sur- 
plus. 

Senator CLark. Do you anticipate that money will be called on 
in the next year, or are you pretty well taking care of the demand 
right now / 

Mr. Jenkins. We have made our first call for 20 percent of our bor- 
rowing limit, which is to be paid in in July, and that will probably 
run us till the latter part of the year. We will probably make another 
call the latter part of this year; and others next year. 

Senator CiarKk. In other words, there is no great pentup demand 
for loans that you are presently unable to meet ? 

Mr. Jenkins. No. Not that we can see, on the basis of applications 
received. 

Senator Crark. Which you consider sound banking ? 

Mr. Jenxins. There have been applications for loans from us which 
we did not feel were the type we should make: they were largely for 
investment loans, you might say. 

Senator SparKMAN. Describe the kind of loan you mean as an ip- 
vestment loan. 

Mr Je~kive Kor finaneine « motel or a hotel buildine. 
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Senator SpaRKMAN. New business? 

Mr. Jenkins. Whether it is new or an expansion. Either one. 
That is more in the nature of an investiment loan. 

Senator CiarK. You do not feel it is part of your job to make that 
type of loan? 

Mr. Jenxrns. Ours are business and industrial loans. 

Senator SparKMAn. I think probably you are drawing a very es: 
sential line of difference there. Yours are merely oper ational loans. 
are they not? 

Mr. Jenxrns. That is right in some respects, but we also make loans 
to assist in financing plant buildings for lease to manufacturing con- 
cerns. 

Senator SparKMAN. Yours merely fall into the field then of short- 
term, or moderate-term loans? 

Mr. Jenkins. Up to 10 years, under our present policy. There is 
no limit under our charter as to how far we can go. It is a matter of 
our trying to have loans repaid within what seems to be a reasonable 
period of time. 

Senator SparkMAN. Who makes the policy ? 

Mr. Jenkins. The board of directors. 

Senator SparkMAN. That is the bank members of your organiza- 
tion ? 

Mr. Jenkins. They are elected by the members and the stockholders. 

Senator CLarK. And the i insurance company members. 

Mr. Jenkins. That is right. 

Senator Sparkman. You do not mean by what you said a few 
moments ago with reference to new undertakings and [paasinuian 
and so forth, that you exclude loans simply because they may pertain 
to new businesses? You would set up a loan for a business just start- 
ing out, would you not ? 

Mr. Jenkins. If it is a processing or manufacturing business, or 
anything like that, that is part of our purpose; but not for a new 
hotel building. 

Senator SparKMAN. But you would not for a motel ? 

Mr. Jenkins. No, sir. 

Senator SpARKMAN. Nid a grocery store ? 

Mr. Jenkins. No, si 

Senator SrpaRKMAN. ‘Or a machine shop? 

Mr. Jenkins. Well. a machine shop-—much depends on the nature 
of its business. 

Senator SPpARKMAN. Ora garage? 

Senator Crark. I wonder if the test is how many people the enter- 
prise would employ ? 

Mr. Jenkins. That is a factor in it, but not necessarily so. 

Senator Sparkman. At what level ? 

Mr. Jenkins. If it increases production, facilities and payrolls, 
those are the sort of | hings we like. 

Senator SPARKMAN. Suppose it does not increase it, but it saves a 
business fre mm falling nnder or makes it possible for that business to 
continue to operate ¢ 

Mr. Jenkins. Well, to maintain those factors. 

Senator SparkMAn. “To maintain.” You would use the term 
“maintain” ? 
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Mr. Jenkins. That is right. There is a type of loan, the first one 
of its kind that we have approved, which is to finance a grain elevator. 
Of course, there is no employment factor there to speak of but it is in 
an area where the farmers have a lot of grain and they have to dispose 
of it or dump it on the market at harvesttime. 

Senator Cirark. In other words, you are looking to meet an economic 
need / 

Mr. Jenkins. That is right. 

Senator Cirark. If Senator Sparkman will permit, you have some 
areas of surplus labor in North ¢ ‘arolina, particularly Asheville and 
Durham. I wonder if you have made any loans over there? 

Mr. Jenkins. Yes, sir. 

Senator Ciark. And for the purpose of providing a greater em- 
ployment than was then in existence, I suppose, at least in part ? 

Mr. Jenkins. In the unemployment areas, of course, we use similar 
standards for lending, but at the same time, naturally we try to speed 
up our processing and do anything we reasonably can to be of the 
utmost assistance. 

Senator Ciark. That is an additional factor which you take into 
consideration / 

Mr. Jenkins That is right. 

Senator Crark. How about Fayetteville? Have you made any 
loans there / 

Mr. Jenkins. [think one in Fayetteville. 

Senator CLarK. In Kinston / 

Mr. Jenkins. No, sir. 

Senator CLark. Mount Airy ¢ 

Mr. Jenkins. We have approved three loans there. 

Senator Crark. Rocky Mount / 

Mr. Jenkins. No, sir. 

Senator CLark. Shelby-Kings Mountain / 

Mr. Jenkins. We have one under consideration as Kings Mountain. 

Senator CLark. And Waynesville ? 

Mr. Jenkins. Waynesville. I do not believe we have approved any 
there yet. 

Senator Spark MAN. Suppose a manufacturing concern decided they 
could generate greater efficiency if they could build a new plant, or 
extend a present plant, or replace their om with new equip- 
ment. Would that come within your criteri 

Mr. Jenkins. Yes, sir. If the plant ae expansion; and in fact 
a number of our loans have been made for that purpose where produc- 
tion was expanded and employment increased. 

Senator Spark MAN. To modernize, and so forth / 

Mr. Jenkins. That is right. For example, we had one applica- 
tion from a manufacturer who is operating in three buildings, one 
of them three-quarters of a mile away from the other. He was bulg- 
ing out at the seams with orders that he could not fill and wanted to 
get all of his operations under one cover, so we approved a loan to 
him for a new building which will result in an expansion of produe- 
tion and increased employment. 

Senator Sparkman. I hate to, it is most interesting testimony, but 
I will have to leave now. 

Senator Crank. Is there anything else you want to ask? 
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Senator SparkMAn. I cannot think of it at this moment. 

Senator Crark. Are you a banker by profession, Mr. Jenkins? 

Mr. Jenkins. Yes, sir. I was with RFC and SBA for a good m: ny 
years, and prior to that I was in the banking business in North Caro- 
ina. 

Senator CrarK. I take it you do not see any crying need for a 
national investment company in North Carolina. Is that correct? 

Mr. Jenkins. That is my feeling at this time but I do not want 
it to be construed as being the feeling of my board as such. 

Senator Crark. That is your personal feeling ? 

Mr. Jenkins. We are wondering as to the possibility that maybe 
something could be worked out if a national investment company 
may be set up in a State that has a development corporation which 
may organize one as a subsidiary of some sort and small business in 
that State receive the benefit of both of them and yet go through the 
same channels. 

Senator Crark. Let me ask you another question particularly be- 
cause you have this banking experience. Would you say that North 
Carolina had adequate sources of bank credit available? We think 
in terms sometime of pools of credit in the country, with New York 
being the largest and Boston being another large one, and perhaps 
Philadelphia, Baltimore, San Francisco, and Chicago being others. 
Is there plenty of bank credit around in North Carolina or do your 
banks have to go to New York banks for help every so often ? 

Mr. Jenkins. The bank loans in North Carolina are up pretty high 
asa whole. Of course, with the fact that money is tight and inter -est 
rates are high one would say there would be ple nty of room for addi- 
tional funds for lending to various types of businesses. 

Senator CLark. Of course that true all over the country. 

Mr. Jenkins. That is right. I do not know that the money situa- 
tion in North Carolina is very much different than in other parts of 
the country I know of. However, I have not recently done any research 
on that. 

Senator Crark. My suggestion would be, and check me if I am 
wrong, that North Carolina has become one of the “have” States, in- 
stead of one of the “have not” States. I wonder if you would think 
generally speaking that that was a fair statement ? 

Mr. Jenxrns. North Carolina has put forth a lot of effort and a lot 
of hard work. Its Governor is a businessman who tries to operate on 
a business basis. Our Development Corporation has taken a tremen- 
dous amount of work to put it over and we are very proud of its accom- 
plishments and future prospects. 

Senator Crark. Let us put it this way: You are better off than some 
of your immediate neighbors ? 

Mr: Jenkins. Well, we probably are in some respects. 

Senator Crark. Thank you very much, Mr. Jenkns. Do you want 
toadd anything ? 

Mr. Harrsrretp. No. Thank you. 

Senator Crark. Thank you very much, gentleman. We certainly 
apprec iate your coming here today. The hearing will recess until 10 
o'clock tomorrow morning. 

(Whereupon, at 11:55 a.m. the subcommittee recessed until 10 a. 
the following day, Wednesday, June 5, 1957.) 
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WEDNESDAY, JUNE 5, 1957 


Untrep STATEs SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BUSINESS, 
Washington, D.C. 

The subcommittee met, pursuant to recess at 10 a. m., Senator Joseph 
S. Clark, chairman of the subcommittee, presiding. 

Present: Senators Clark, Fulbright, Sparkman, Beall, and Case. 

Also present: Senator Bush. 

Senator Crark. The committee will be in session. 

There will be introduced into the record a statement of Senator 
Frederick G. Payne in support of S. 244, a bill to aid small businesses 
in areas of labor surplus. 

(The statement referred to follows :) 


STATEMENT OF FREDERICK G. PAYNE, A UNITED STATES SENATOR FROM 
STATE OF MAINE 


THE 


Small business in America today faces the stiffest competition in its history 
for the consumer dollar. In the new age of industrial and commercial giants 
the little guy is on the ropes and the byword for business today might well be 
“Get Big or Get Out.” In every phase of financing, production, and merchand- 
izing, the small-business man operates at a great disadvantage. Capital for new 
plants and machinery costs him a higher rate of interest. If his equipment is 
older (and it usually is) then his production costs are higher. Normally in a 
small plant the per-unit costs are higher. Costs of transportation are increased 
when he must ship in less than carload lots. 

In merchandising his product, the small-business man meets even tougher ob- 
stacles. The advertising outlays made by the major corporations have multiplied 
many times over during the past decade. The small-business man cannot hope 
to match these sums. Nationwide sales organizations and chain stores have 
put the squeeze on the small local operator. The net effect of these conditions 
has been to force more and more of the Nation’s small businesses into liquidation 
or bankruptcy. 

To assist these concerns Congress, in 1953, passed the Sinall Pusiness Act which 
declared it to be the policy of the Government to “aid, counsel, assist and protect 
insofar as is possible the interest of small business concerns.” The Small Busi- 
ness Administration was created to carry out this policy and since that time has 
worked effectively to assist small business through technical and management 
advice and business loans. At the first of this year the SBA had over $149 million 
involved in loans and loan commitments and according to current reports this 
figure has risen sharply since that date. These loans have served to provide 
small businesses with necessary credit when it has not been available elsewhere 
and have helped to correct one of the most grievous disadvantages of small busi- 
ness—the higher cost of credit and capital funds. 

In 1955, a special category of loans was created by the Small Business Admin- 
istration known as disaster loans. These are made at low rates of interest and 
for long periods to small businesses directly affected by or in areas affected by 
floods and droughts. It was felt that small businesses so affected would be in 
much greater need of additional credit and that in disaster-struck areas, little 
credit would be available. With this extra source of funds, small concerns are 
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able to recover more rapidly so that the economic effects of disaster are mitigated 
to some extent. 

A great degree of similarity exists between a natural disaster such as a flood 
or drought and an economic disaster of depression. Despite the current general 
prosperity, areas of our nation with high unemployment, are at this moment 
suffering from the results of just such a disaster. The small businesses of these 
ureas, while experiencing the continuing heavy competition from larger com- 
panies are also plagued by depression-caused low sales and high credit costs. 
The smaller concerns with low cash reserves are the first to fall under such con- 
ditions. They need help and need it badly to carry them through the crisis. If 
these small businesses are allowed to go bankrupt, the effects of the depression 
ure expanded into an ever-widening circle. 

To prevent this and to sustain small businesses in these critical areas, I have 
introduced legislation (S. 244) to establish a new category of disaster loans. 
These loans would be similar to the present type of disaster loans and would be 
available to small businesses in areas of “substantial labor surplus” as determined 
by the Secretary of Labor. According to the Bimonthly Summary of Labor 
Market eve: >,.nents t Mav ‘vos, <1 major areas of the Nation are in this 
classification along with 59 smaller areas. A list of these areas is attached and 
it will be noted that they are spread over 22 States. I can assure you gentlemen 
that small businesses in these areas need more help than the SBA is now able to 
offer them. 

Loans at lower interest rates and for longer periods will provide material assist- 
ance for these businesses. This bill would merely establish a small degree of 
priority within the SBA loan fund for those in the most need. Of course, these 
loans could be made only if the applicant met all other requirements for SBA 
loans. No new appropriation is required since funds are already earmarked for 
disaster loans. 

Gentlemen, I cannot overstate the need for this legislation. It is my earnest 
hope that the subcommittee will take favorable action on S. 244 and will include 
it among its recommendations for small business legislation this year. 


AREAS OF SUBSTANTIAL LABOR SURPLUS MAY 1957 
MAJOR AREAS 


Indiana : Bvansville, Terre Haute 

ho S79? u ¢ : Kol! R ence, Lowell 

Michigan: Flint, Grand Rapids, Muskegon 

New Jersey : Atlantic City 

North Carolina: Asheville, Durham 

Pennsylvania: Altoona, Johnstown, Scranton, Wilkes-Barre-Hazleton 

Puerto Rico: Mayaguez, Ponce, San Juan 

Rhode Island: Providence 

West Virginia : Charleston 

Wisconsin : Kenosha 

SMALLER AREAS * 

Alabama: Jasper 

Connecticut : Danielson 

Illinois: Canton, Harrisburg, Herrin-Murphysboro-West Frankfort, Litchfield, 
Mount Carmel-Olney, Mount Vernon 

Indiana : Michigan City-La Porte, Muncie, Richmond, Vincennes 

Kansas: Coffeyville-Independence-Parsons, Pittsburg 

Kentucky: Corbin, Frankfort, Hazard, Lexington, Madisonville, Middlesboro- 
Harlan, Morehead-Grayson, Owensboro, Paintsville-Prestonsburg, Pikesville- 
Williamson 

Maine: Biddeford-Sanford 

Maryland: Cumberland 

Massachusetts : North Adams 

Michigan : Iron Mountain, Monroe, Port Huron 

New Jersey : Bridgeton, Long Branch 


These areas are not part of the regular area labor market reporting and area Classifica- 
tion program of the Bureau of Employment Security and its affiliated State employment 
security agencies, 
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North Carolina: Fayetteville, Kinston, Mount Airy, Rocky Mount, Shelby-Kings 
Mountain, Waynesville 

Ohio: Springfield 

Oklahoma : McAlester 

Pennsylvania: Berwick-Bloomsburg, Clearfield-DuBois, Lewistown, Lock 
Haven, Pottsville, Sunbury-Shamokin-Mt. Carmel, Uniontown-Connelsville 

Rhode Island : Newport 

Tennessee : LaFollette-Jellico-Tazewell 

Texas: Texarkana 

Virginia : Big Stone Gap-Appalachia, Radford-Pulaski, Richlands-Bluefield 

West Virginia: Beckley, Fairmont, Logan, Point Pleasant-Gallipolis, Ron- 
ceverte-White Sulphur Springs, Welch 

Senator CLark. I would like to say to our friends from Arkansas 
that Senator Fulbright is very anxious to be here to hear your testi- 
mony, and that he had to start another meeting, after which he will 
come here. 

In order to save time, both of the committee and the witnesses, we 
would like to have Mr. Arthur F. Maxwell for our first witness. Is Mr. 
Maxwell here ? 


STATEMENT OF ARTHUR F. MAXWELL, ON BEHALF OF THE 
AMERICAN BANKERS ASSOCIATION 


Mr. Maxwett. Yes. 

Senator Crark. Mr. Maxwell, would you be prepared to testify 
now 

Mr. Maxwet.. Yes. 

Senator CLark. We are very happy to have you with us, Mr. Max- 
well. Do you have a prepared statement ¢ 

Mr. Maxweti. We have a statement, sir. 

Senator CLiark. Mr. Maxwell, we want to give you all the time 
you need, but I wonder if you would be agreeable to filing your state- 
ment for the record and just hitting the highlights in your verbal testi- 
mony. QOn the other hand, if you prefer to read it, that would be 
satisfactory. 

Mr. Maxweti. Would it be satisfactory if I read part of it and skip 
certain quotations ? 

Senator CLark. Yes. Goahead in your own way, Mr. Maxwell. 

Mr. Maxweiu. Mr. Chairman and members of the committee: My 
name is Arthur F. Maxwell. I am president of the First National 
Bank of Biddeford, Maine, and a member of the credit policy com- 
mission of the American Bankers Association. I am presenting this 
statement on behalf of the association in connection with various bills, 
amending the Small Business Act of 1953, which are being considered 
at this time by your committee. 

The American Bankers Association, the membership of which con- 
sists of 97 percent of all the banks in the country, naturally is in- 
terested in the problems of small business since a majority of the 
banks making up its membership are smal] business institutions and 
all of its member banks, both small and large, have many borrowing 
customers which are small business enterprises. 

To illustrate the small business character of banking, out of a total 
of approximately 13,700 commercial banks, around 8,900 banks or 65 
percent have deposits of less than $5 million, and about 11,000 banks 
or 80 percent have deposits of less than $10 million. 
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Senator Crark. Mr. Maxwell, do you mind telling us about the 
First National Bank of Biddeford? Where do you fit into the picture? 

Mr. Maxwetu. Well, our total resources are about $8,500,000. 

Senator Crark. What are your deposits? 

Mr. Maxwetu. Deposits are about $7 million, $7.5 million. 

Senator Ciark. Are you the only bank in your town? 

Mr. Maxwe tu. No; there is another trust company there. 

Senator Ciark. A State trust company ? 

Mr. Maxwetu. There is a State trust company and two mutual- 
savings banks. 

Senator CLrark. What is the population of Biddeford ? 

Mr. Maxwetu. Twenty-one thousand. 

Senator Cuark. Thank you, sir. 

Mr. Maxwe tu. These institutions, and the larger banks as well, serve 
daily the 4 million units of small business. They know the problems 
of small business; they know its strength and weaknesses, and they 
have respect for the rugged individualism of the typical small-busi- 
ness man and faith in his ability to get ahead. 

Since World War II, commercial-bank lending practices such as 
term loans, accounts receivable financing, Statieant-cepayceeil 
equipment loans, field-warehousing financing, and consumer install- 
ment financing have been particularly significant from the standpoint 
of small-business concerns. 

Term loans, by making credit available for a period of 1 to 5 years 
or longer, have enabled many small and medium-sized businesses to 
finance the purchase of facilities, equipment, and machinery with funds 
the repayment of which is more closely related to the life of the asset 
acquired. 

Greater availability of accounts-receivable credits, installment-re- 
payment equipment loans, and field-warehouse financing, by broaden- 
ing the categories of acceptable loan collateral, has provided a broader 
base for small businesses to obtain credit. The further spread of con- 
sumer installment financing and personal loans has provided some 
very small business concerns, the majority of which are unincorporated, 
with sources of short- and intermediate-term credit. 

According to a survey of business loans of Federal Reserve member 
banks conducted by the Board of Governors of the Federal Reserve 
System in October 1955, the member banks had outstanding on October 
5, 1955, credit to business totaling $31.6 billion. This total amount of 
business loans outstanding was 21% times as large as in 1946, and the 
number of loans was twice as large. 

The survey also showed that most individual business loans of mem- 
ber banks were to borrowers with relatively small total assets. Al- 
most one-half of all business loans were to concerns with assets of less 
than $50,000, and 4 out of 5 were to concerns with assets of less than 
$250,000. 

Moreover, the survey disclosed that term loans accounted for 34 per- 
cent of member-bank business loans outstanding in October 1955, and, 
further, that the relative importance of term borrowing by small en- 
terprises had increased substantially since 1946. For those concerns 
with assets under $50,000, the ratio of term loans to total bank bor- 
rowing had risen from 29 to 41 percent. 

Senator Crark. How would you define a term loan, for purposes of 
information, Mr. Maxwell ? 
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Mr. Maxwe.u. A term loan is generally one which extends for a 
longer period than 1 year. 

Senator Crark. And at what would you put the maximum of the 
term loan ? 

Mr. Maxwe tu. Well, commercial loans by commercial banks, I 
think the average would be about 3 years. At times they go to 3, and 
they have gone as high as 10. 

Senator Ciark. Primarily, though, it is relatively short-term credit, 
is it not? 

Mr. Maxwetu. Commercial-bank credit is primarily short-term. 

Senator CLarKk. Of course, what we are concerned with in this legis- 
lation is whether there is a need or not for more intermediate and 
some long-term credit to sustain the position of small business in the 
economy. 

Mr. Maxwetw. It is surprising, of course, in the little bank that I 
work for, how many of the loans are term loans, nevertheless. 

Senator Ciark. We are also, of course, concerned with the problem 
of equity capital for small business. 

Mr. Maxwe wu. That is right; that is right. 

Senator Ciark. Go right ahead ; will you, please ? 

Mr. Maxwe tu. The findings of this survey indicate that banks and 
other private institutions have been meeting the credit requirements 
of small business. Such information as is currently available sup- 
ports the conclusion that the proportion of bank loans to small busi- 
ness, both as to volume and type of loans, has not materially changed 
from that shown in the Federal Reserve Board survey. Furthermore, 
the number and amount of business loans approved by the Small 
Business Administration from its inception are so small relative to 
the number and amount of bank loans to small businesses during this 
period that serious doubt is raised as to whether a sufficient need exists 
for a Government credit facility to supplement sources of private 
credit as to warrant the continuation of the business-lending program 
of the Small Business Administration. 

There are more than 4 million small-business concerns in the United 
States. Consider the fact that, according to its seventh semiannual 
report, the Small Business Administration from its inception through 
December 31, 1956, had received 13,025 loan applications, had approved 
5,610 applications, had initiated disbursement of only 3,606 loans. 
In other words, the SBA was making loans to nine one-hundredths 
of 1 percent of the small-business concerns in the Nation. 

Senator Crark. Of course, Mr. Maxwell, that might reveal one 
of two things. It might reveal either a lack of need for the institution, 
or it might reveal so conservative a credit policy that people didn’t 
even bother to make applications for loans, knowing they wouldn’t 
get them. 

Mr. Maxwe tu. Well, of course, banks today are merchandisers of 
service and credit. I think the day when the banker sat in his mahog- 
any office and looked important has all gone by. Banks are just as 
anxious to sell their services and credit as the merchant is to sell hard- 
ware or clothing or what have you. We are simply merchants today. 

Senator Ciark. I think we all understand that. 

Mr. Maxwetv. A recent news release by the SBA Administrator 
shows gross total loans approved by SBA since the start of its lending 
program September 22, 1953, through April 30, 1957, to be 6,443 busi- 
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ness loans for $294,618,000. On the other hand, the 1955 Federal Re- 
serve Board survey disclosed that member banks had more than 608,- 
000 business loans outstanding to concerns with assets of less than 
$50,000 in a total amount of approximately $1.7 billion, and more than 
469, 000 loans to concerns with assets between $50,000 and $250,000 in 
a total amount of approximately $4.5 billion, making a total of over 
1 million loans aggregating over $6 billion to the business concerns 
in these 2 size categories. 

Comparison of these figures with those of SBA further illustrates 
the minor role this agency plays in our economy—a role which entails 
a substantial financial cost to the taxpayers and some economic cost 
to well-established and soundly operated small-business enterprises 
which may suffer from uneconomic competition of marginal operators 
who have been unabled to continue in business through SBA financing. 

On the matter of costs to the taxpayers, it would appear from SBA 
figures that the cost of processing each loan application has been ap- 
proximately $784. This figure, of course, would be considerably 
higher on loans made. Not only is it costly for the SBA to “put a 
loan on the books,” but the subsequent servicing, which may involve re- 
viewing requests for resetting repayment schedules, extensions of 
maturities beyond the original terms, and passing on secondary loan 
applications to bulwark the original loan, all add to the overall costs 
of the business-loan program. 

The cost of liquidation of defaulted loans and of curing delinquen- 
cies should not be overlooked. It is disclosed in the Seventh Semi- 
annual Report of the SBA that 75 loans are in liquidation status and 
64 have payments due which are delinquent in excess of 60 days. It 
is indicated that, by reason of inadequate collateral, liquidation actions 
have thus far resulted in the chargeoff of $70,224 of principal on 3 
loans; but, should the economic cye ‘le move downward, the c hargeofts 
could become substantial. 

Attention is called to the 1952 report of the Joint Committee on 
the Economic Report in the 2d session of the 82d Congress concerning 
the monetary policy and management of the public debt. The follow- 
ing quotation is an excerpt from a joint reply made by the presidents of 
the 12 Federal Reserve banks in response to the committee’s inquiry 
as to the availability of capital for small business. It appears in part 
II, page 795, of the report. It is an opinion from a competent au- 
thority which merits careful evaluation. 

Now, in accordance with your request, Mr. Chairman, I will skip 
that quotation. 

Senator Cxiark. I will appreciate it if you will skip reading the 
quotation, which I think we can all absorb without its being re: ad. 

Mr. Maxwe i. It may be of interest to mention at this point that, 
since 1944, our association has had a special department called the 
small business credit commission, whose activities are devel entirely 
to the interests of small business. Through the activity of this com- 
mission it soon became apparent that the primary financial require- 
ment of small business often was not a need for loans, but rather a 
need for equity capital. This led to a new movement, the organiza- 
tion of corporations in a number of States to supply long-term financ- 
ing to worthy business concerns. 
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Senator CLark. Mr. Maxwell, when you say “not a need for loans, 
but rather a need for equity capital,” would you not agree that there 
is a need for long-term loans, the loans which ordinarily a bank like 
yours would not “be prepared to make, which would not come under 
the Federal Reserve System at all, and which, generally speaking, 
would not be a bankable thing, but something which, if they had the 
facilities, they would float on ‘the stock exch: ange by an issue of long- 
term bonds ¢ 

Mr. Maxwe.u. Of course, it is always a moot question where the need 
for equity capital leaves off and that for loans begins. Too often 
people think the, y can start a business with no capital at all. 

Senator CLark. I understand, but you would agree, would you not, 
that even the large businesses have three kinds of credit ? They have 
short-term credit, which they get from the banks; they have capital 
loans which they float on the stock exchanges and through the bond 
market, or insurance companies: and they have equity capital when 
they sell stock. 

Now, cloes not smal] business have the same requirements as big busi- 
ness in that regard ¢ 

Mr. Maxweuu. Iam going to deal with that later on in the statement, 
if you don’t mind. 

Senator CLark. Yes, indeed. I was just calling attention to your 
statement here where you say there is no need for loans, but a need 
for equity capital. I was suggesting there is a need for a third type 
of capital, long-term loans, which your bank would not furnish. Do 
you agree with that? 

Mr. Maxwet.. In part. 

Senator Crark. Allright. Let us go ahead. 

Mr. Maxwetui. But I will come to that later, and then we can dis- 
cuss it, because there is another factor in here, a tax factor, and the 
matter of control, which IL would like to cover. 

Senator CLark. Right. 

Mr. Maxweti. The banks of my State took the lead in this move- 
ment. With the financial cooperation of the principal industries in 
the State, they organized the Development Credit Corporation of 
Maine in 1949. Since its inception, this corporation has been supply- 
ing long- term credit to worthy business concerns, and I am hi: appy to 
say that I am president of this corporation. 

Senator Ciark. That would be the kind of long-term loan which 
we have been discussing, and not equity capital; would it not? 

Mr. Maxwewi. Right. We are very proud of its service to the small- 
business fraternity. The movement has spread throughout New Eng- 
land, and to New York and other parts of the country. A moderate 
amount of initial capital is supplied to these deve lopment credit corpo- 

rations by business and individuals, but the bulk of the funds used 
by them in making loans is provided by the banks. It is significant 
that these corporations are fully subject to taxation, ine luding their 
income, and enjoy no tax exemptions such as that enjoyed by the SBA 
asa Government agency. 

Senator Ciuark. Mr, Maxwell, yesterday we had re panes itives 
from development corporations in Massac -husetts and North Carolina, 
and they both complained rather bitterly of the fact that they were 
subject to taxation, and wanted us to use our efforts with the Finance 
Committee to have that changed. 
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Are you content to have the Maine Development Corp, remain tax- 
able as at present ? 

Mr. Maxwe tu. Speaking individually, my theory is that somebody 
has to pay the taxes of operating the Government, and everybody 
should pay their fair share, let the chips fall where they may. 

If one segment of the economy is exempt from paying their fair 
share of taxes to support the Federal Government, somebody else has 
to pay, not only his share but the other fellow’s, too. 

Senator Ciark. I wonder if you are in a position to tell us the posi- 
tion of the American Bankers Association with respect to your col- 
leagues in North Carolina and Massachusetts who urged this commit- 
tee to exempt their companies from Federal taxation. Has the associ- 
ation taken any position in that regard ? 

Mr. Maxwe i. As I understand it, the association has taken no 
stand on that. I have talked with some of the other representatives 
of the development credit corporations, and there is some feeling in 
some quarters that certain exemptions or preferential treatment should 
be accorded to development credit corporations to encourage them 
in their activities. 

Senator CrarK. Do I correctly understand that, as far as Maine is 
concerned, you do not go along with that ? 

Mr. Maxwet. As far as Maine is conc erned, we are willing to pay 
our fair share of the taxes, just like anybody else. 

Senator Crark. Go right ahead, please, I am happy to have you say 
that. 

Mr. Maxwetu. Well, as I said before, somebody has to pay them. 
And, as a matter of fact, I do not think people are so much interested— 
of course, nobody likes to pay taxes. 

Senator Crark. Mr. Maxwell, is not the whole problem how effec- 
tive these development corporations can be? Obviously, they have 
trouble in getting the necessary capital; obviously, they are going to 
want to build up some kind of surplus in order to render their work 
more effective; obviously they are not profitmaking organizations but 
are organized on a quasi-pro-bono-publico basis; and the only prob- 
lem is whether, if they make a profit as they did in Massachusetts last 
year, the corporation should be permitted to keep it in order to expand 
its facilities in the public interest, or pay the taxes. 

It is a very real policy question. I have no particular views on it 
myself. 

Mr. Maxwe tu. Of course, in Maine we feel that if we are going to 
do the job that we are trying to do and have done—up to this point 
we have made losses enough so that we don’t have to pay any income 
taxes. Now, if we are going to do the job in Maine that we intend to 
do and have done for the past 7 years, we are bound to make losses. 
And it is pretty much a theoretical question whether we build up re- 
serves in advance for those losses or take them as they come along. 
It is as long as it ene: 

Senator Brauu. Go ahead, sir. 

Mr. Maxwett. This tax treatment that the other development 
credit corporations are talking about, probably in the long run is not 
going to make very much difference in the dollars and cents that are 
paid | to the Federal Government in the form of income taxes. It is 
just a question of when they pay them. 
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If credit corporations are allowed to build up reserves in anticipa- 
tion of losses, it perhaps delays the Government’s take by a matter of 
time. On the other hand, if we do not take the reserves year by 
year and then we are faced with a substantial loss in some year, we 
are going to have a tax carryback, and in the long run we are going 
to pay just as many taxes, just as much in dollars and cents. 

It is Just a question of timing. It is something like this fast write- 
off business. The Government gets just as much in taxes. It is just 
when they get it. 

Shall I continue now ? 

Senator Brau. Go ahead, if you will, please. 

Mr. Maxwe tt. The historic position of the American Bankers As- 
sociation with respect to Government lending to private business is 
similar to the principles so well-expressed in the Task Force Report 
of the Commission on Organization of the Executive Branch of the 
Government, known as the Hoover Commission. I should like to 
quote from that report. 

Now, this is an important quotation, and I would like to read this 
because it bears repeating, gentlemen, if I have permission. 

Ever since the depression of the early 1930’s, we have made virtually a fetish 
of financial security for the individual, and by each successive governmental 
effort to enhance it we have loaded more and more of the inherent financial risks 
of our economic life on the Federal Treasury. This was perhaps a natural 
and proper development to a considerable extent during World War II when a 
great industrial expansion was undertaken as the united effort of all of our 
people. However, it has continued since the war. Our risks have continued 
to grow, as they must with the growth in the volume of enterprise; but, by our 
efforts to escape them as individuals or small groups, we have assembled more 
and more of them in the national public debt where we hope they will somehow 
cease to plague us, or cancel one another out, or, in any event, await the coming 
of future generations for their settlement. 

8 4% * * * * a 

Where the Government lends to fill such a credit gap as this, it is assisting 
unsuccessful competitors. The risks are the normal risks of conventional lend- 
ing. But, in addition, the Government assumes responsibility for launching the 
projects which the borrowers could not launch through their own contacts in the 
private economy, and it does so without curing the defects which stood in the 
way. 

When loans are made to business enterprises under these circumstances, the 
borrowers and their business associates are assisted in their competition with 
other who do not have the backing of the Government. This raises in each case 
the question of whether the general public gains more benefit from helping the 
otherwise unfortunate loan applicant than it loses by hindering his otherwise 
more fortunate competitor. It is not possible for the Government to assist one 
competitor without placing handicaps in the path of another. 


Senator Casr. Mr. Chairman, may I ask a question at this point? 

Do you have, Mr. Maxwell, the part of the report of the Commission 
itself dealing with this particular subject, and is it, if you know, in line 
with the task force report ? 

Mr. Maxwet. I understand that it is. 

Senator Case. I know of instances of other parts of the Commis- 
sion’s work where the task force and the Commission itself have not 
always been in agreement, and I was wondering if at this point it would 
he appropriate, if you know, to get from you the actual report of the 
Commission itself on this point. 

Mr. Maxwet.. It is my strong belief that it is. 

Senator Case. Thank you. 
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Mr. Maxwet. The principal cause of business failures appears to 
be poor management and not lack of credit. Dun & Bradstreet, Inc., 
in classifying “failures in 1955, listed incompetence as the underlying 

rause of 49.4 percent of all failures for that year, followed by un- 
balanced experience in 16.2 percent of the cases; lack of manage- 
ment experience in 15.3 percent; lack of experience in the industry 
in 10.4 percent. Thus, 80 percent of the failures of business con- 
cerns in that year were due to incompetent or inexperienced manage- 
ment. 

Senator Crark. Mr. Maxwell, would you mind telling us how 
Dun & Bradstreet determine whether management has been incom- 
petent or not. That is something I should hesitate to pass judgment 
on. Maybe they know more about it than we do. 

Mr. Maxweu. Well, of course, Dun & Bradstreet are pretty well 
known as the No. 1 authority in the matter of credit and management, 
that is, as far as the concrete results are concerned. They follow these 
concerns pretty ¢ lose ly. 

Senator Ciark. I am generally familiar with the way they operate. 
Would you have complete confidence in their a nt as to whether 
incompetence has been the cause of failure of a small-business con- 
cern in your locality ? 

Mr. Maxweii. Yes. And I think that is the position taken by the 
Department of Commerce, also. 

Senator Ciark. It probably is. 

Mr. Maxwe tt. As a matter of fact, the Department of Commerce 
figures are greater than these. 

Senator Ciark. That would not surprise me a bit. 

Mr. Maxweti. But we took these because we felt that this was a 
nonbiased, business, nonpartisan, nonpolitical organization, competent 
to do the job, working day by day in the field with no ax to grind. 

Senator Ciark. It is a question of judgment. If I raise an eyebrow 
for the record, you will understand. 

Mr. Maxwe.i. Certainly. Well, as I said before, the Department of 
Commerce figures are even higher. 

Senator Ciark. And as I said before, I am not surprised. 

Mr. Maxwe t. I think in either the Sixth or Seventh Semiannual 
Report of the Small Business Administration they raised the same 
point, to the effect that mismanagement or incompetent management is 
the chief factor in cause of failures. 

Senator CLark. I imagine it is the chief factor in most human error, 
including airplane pilots. 

Mr. Maxwetn. P robably. 

The banks and other private lending institutions of this country 
have demonstrated clearly their readiness and ability to supply the 
justifiable credit needs of business enterprises, small as well as large. 
There is no demonstrable need for the continuance of the SBA. 

Senator Crark. Long-term as well as short / 

Mr. Maxwe tu. I think, as evidenced by the willingness of banks to 
org: anize these developme nt ¢ ‘redit corporations, it shows a W illingness 
and an attempt to answer those needs. 

Senator CLark. But a bank is not set up to make really either inter- 
mediate- or long-term credit loans. That is not its function. 

Mr. Maxwett. That is not its function. 
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Senator Crark. And certainly it is not its function to provide 
equity capital. 

Mr. Maxwetu. That is right. Later on, just by way of passing, we 
may surprise you in our last statement we are going to make. _ 

Moreover, the reports of the lending activity of the SBA indicate 
that the costs to the taxpayers of this activity are far out of propor- 
tion to the benefits received by the small number of businesses that 
borrow from the SBA. 

Other reasons why we believe that the lending function of this 
agency should not be continued are (1) that the funds to be employed 
are raised by taxation of all citizens and used for the benefit of a 
selected group; (2) such Government financing is conducive to mak- 
ing loans in many cases to poorly managed or marginal producers 
who, as a result, are kept alive in uneconomic competition with other 
well and soundly managed small-business concerns: and (3) the ex- 
istence of such financing authority in a Government agency places 
the Government in a position of being able to dictate to whom credit 
is to be extended, for what amount, and for what purpose. 

Senator CLark. Are you suggesting, Mr. Maxwell, that the loans 
of the Small Business Administration have been made for improper 
purposes ¢ 

Mr. Maxwei. Oh, I am not saying that; no. 

Senator CLarkK. You are just afraid of the possibility ¢ 

Mr. Maxweti. You want me to speak plainly, I presume? 

Senator CLark. Of course. 

Mr. Maxweui. We are afraid this SBA is going to become another 
huge RFC, with the possible dangers that go along with it. 

Senator CLrark. Yes. 

Mr. Maxweii. The amounts requested have risen every couple of 
years; the maximum loan limits have been raised. Now they are, 
I believe, $250,000, and some bills are in for $500,000, some for $750.- 
000. And we are just fearful that this thing is going to grow and be- 
come another RFC, 

Senator Ciark. And, of course, the American Bankers Association 
was bitterly opposed to the RFC. 

Mr. Maxweii. Yes. The RFC might have been all right during 
a period of war, in an emergency of that sort, but there is no place for 
it in peacetime, and we do not believe we have any place for SBA. 

Senator SparKMAN. There was when it was originally set up; was 
there not ? 

Mr. Maxwe t. I think there was. 

Senator SparKMAN. It really bailed the banks of the country out 
in the depression ; did it not ? 

Mr. Maxwe.y. Some of them. 

Senator SpaRKMAN. A great many of them. And insurance com- 
panies and lending institutions generally. 

Mr. Maxweu.. It allowed many of them to keep the doors open or 
reopen the doors. 

Senator SpaRKMAN. So you would go along with it as an emer- 
gency thing and not as a permanent, continuing thing ? 

Mr. Maxweun. Yes. 

Senator SparkKMAN. Of course, Congress decided likewise, that it 
ought not go along on a permanent, continuing basis, but that the 
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small-loan business part of it should, and that is really one of the prin- 
cipal reasons we set up the SBA or the SDPC, as it was originally 
called. 

Mr. Maxwett. May I say in passing that when I testified before the 
House committee I was asked the question how much the RFC had 
loaned the bank that I worked for. It didn’t lend them anything. 
We did not need to borrow. 

Senator SrarkMAN. No; there were a great many banks, fortunately, 
that were able to weather the storm, but there were more unable than 
there were that were able, I imagine. 

Senator Crark. As I recall it, the American Bankers Association 
was strongly opposed to the FDIC when it came out. 

Mr. Maxwetu. I cannot recall. That was some years ago. 

Senator SparKMAN. That is historically correct. 

Senator Crark. Go ahead, Mr. Maxwell. We are very interested 
in having your views, and we do not want to be antagonistic; we 
really do not. 

Mr. Maxwe tu. I want to be helpful. I am just a citizen—— 

Senator Crark. I understand. We are just having a little fun here. 

Senator SparkMAN. Of course, I think one of the beauties of this 
country is that we learn as we go. The banks were opposed to FHA— 
I will not say opposed to setting it up, but they were afraid to partici- 
pate in it et first. That is the Federal Housing Administration I 
refer to. But after they learned about it, learned its ways, why they 
became very helpful participants. 

Mr. Maxwetu. Some did and some did not. 

Senator SparKMAN. Most of them did. 

Mr. Maxwetu. I am in the minority. 

Senator Ciark. Perhaps it is the learned minority. 

Mr. Maxwe ... Did you say a disappearing minority ? 

Senator Crark. I say the learned minority. 

Senator SparKMAN. May I say I often find myself in the minority, 
so I havea great respect for minority positions. 

Mr. Maxwe tu. I find myself in the minority in many instances, both 
with my Senators and Congressmen, and some of my fellow bankers. 

Most of the other functions of the Small Business Administration 
could appropriately be transferred to the Department of Commerce 
where they could be carried out just as effectively and at less expense 
to the taxpayer. The Department of Commerce is already staffed in 
Washington and in the field with personnel qualified to carry out a 
program of this character. In fact, the Department has long spon- 
sored programs designed to meet the need for better management and 
higher standards of competency in the field of small business. 

We ure in sympathy with Federal aid to small businesses suffering 
loss from natural disasters, but we do not believe that it is appropriate 
to lodge a disaster-loan program in the SBA, which was set up to make 
business loans to small enterprises. It is within the jurisdiction and 
wisdom of Congress as to what other Government agency should be 
charged with furnishing this assistance. 

The Small Business Administration should not be made permanent, 
as proposed in several of the bills before your committee. If Congress 
determines that this agency should be continued, it should be for only 
a temporary period. We believe it desirable that Congress review 
from time to time the activities of the SBA, to determine if there is 
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further need of such an agency, and, if so, what changes should be 
made in its programs and “methods of oper ation. While it is recog- 
nized that Congress may conduct a review of the activities of any gov- 
ernmental agency at any time it sees fit to do so, a definite statutory 

termination date should assure such a review. 

We also believe that if Congress does continue the SBA, the Loan 
Policy Board should not be eliminated as is proposed in several bills 
before this committee. This Board, in our opinion, has performed 
effectively and has served a valuable purpose. 

We also wish to comment on 2 bills, n: umely, S. 1762 and S. 2160, 
which propose 2 new programs intended to aid small business. 

Title Il of S. 1762 would set up a program for the insurance of 
loans to small-business enterprises, which appears to be modeled after 
the FHA title I insurance program for the repair and improvement 
of homes. We submit that the purposes for which the proceeds of 
loans insured by FHA are used are not comparable with the purposes 
for which the proceeds of loans insured under the provisions of this 
bill would be used. 

Because of the difference in such purposes, it is practically certain 
that the losses covered by insurance under the proposed program 
would be substantially greater than under the FHA title I program. 
Where a business goes bad, there is scarcely any salvage value, so that 
in such case there is likely to be a complete loss on the loan. 

Senator CLrark. That is assuming there is no collateral; is it not? 

Mr. Maxwett. It all depends, too, on the type of collateral. For 
instance, in these business loans, oftentimes you take a chattel mortgage 
on equipment, machinery of questionable value. As a useful tool it 
has a certain value, but when the business fails and you have to liq- 
uidate that collateral, secondhand machinery on the block, or even 
disposed of through private means—— 

Senator CLark. How about real-estate mortgages ? 

Mr. Maxwett. Real-estate mortgages have a more stable value. 

Senator Crark. How about pledges of accounts receivable ? 

Mr. Maxwe tu. Pledges of accounts receivable can be made by com- 
mercial banks, and that is part of their business, lending on pledged 
accounts receivable. Pledged accounts receivable, I think, are pretty 
good collateral. 

Senator Ciark. So, perhaps it is a pretty broad statement to say 
there would be a total loss on these loans. 

Mr. Maxwe.u. The type of loans that are made—I am comparing 
this with the kind of loans that SBA makes. ‘Take credit corporations. 
When we go in to make a working-capital loan or something of that 
sort, we let the private institutions take care of the private institution 
financing. That isin their class, their category. 

Senator Crark. It is your position that, generally speaking, an 
SBA loan is one without any real collateral value behind it? 

Mr. Maxweu. Well, it is questionable. Of course, when a borrower 
goes to SBA, he has exhausted his other sources. Private institutions 
have turned him down. It isa court of last resort, you might say, or a 
facility of last resort. 

Senator Ciark. It does not necessarily follow he has no collateral. 

Mr. Maxwetu. It does not necessarily follow that he has no col- 
lateral. There are many reasons why the banks have previously turned 
the loan down, not necessarily on account of lack of collateral. 
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But the two more important factors, I think, in the granting of 
credit, are, No. 1, integrity; and, No. 2, know-how. 

Of the 3, as to the granting of credit based on 3 factors, integrity 
is No. 1, of course; know-how, capability, No. 2; and collateral is third. 
And I would put them in that order. And oftentimes a man might have 
what looked like a fair amount of collateral, but perhaps there could 
be some question as to the integrity of the individual, the individual 
involved. 

Senator CLark. Of course, not necessarily your bank, but certainly 
the American Bankers Association and the larger banks of the country 
make millions and probably billions of loans on stock exchange col- 
lateral, where integrity is not a factor at all. You have a negotiable 
security which has a ready value on the stock exchange, and you are 
not particularly interested in the integrity of the borrowers. 

Mr. Maxwet. Sometimes we are. 

Senator CLark. I am not saying that is the case in Biddeford. 
Maybe you do not make any loans on stock exchange nll ateral up there. 
I do not know. 

Mr. Maxweii. We make a few; we make a few. But we do not have 
any money on call in New York. 

Senator SparkMan. Mr. Maxwell, I could ask you this question 
later, but I just happened to think of this. 

About 3 years ago, 5 or 4 years ago, when the SDPC was converted 
to SBA, Sec retary Humphre: y, U nder Sec retary Bridges, Secretary 
Weeks—a fellow New Englander of yours, among others—I believe 
Secretary Wilson, all from the Cabinet, testified on behalf of setting 
up the Small Business Agency for the purpose of making loans. And 
I remember quite well this testimony, that do what we may, let the 
banks participate, make all the loans they can, do everything possible, 
there would always be a margin of needed and worthy help—I mean 
where worthy small-business people would need help that could not 
possibly be taken care of unless we had some such agency as this. 

I think they estimated that a 10 to 20 percent said there would be 
a margin of 10 to 20 percent of the business that could not possibly 
be taken care of unless we had a Government agency. 

That made quite an impression on me, coming from people who 
are, I think I am safe in saying, of the conservative type of thinking 
that they represent, and I know it was their own sincere thinking 
that they were presenting to this committee. 

Do you believe that there is some merit in what they had to say, or 
do you think we just ought to disregard that 10 percent margin, or 
whatever the percentage might be, or do you think they were wrong! 

Mr. Maxwe tt. I sometimes wonder what their motive was, 

Senator SparKMAN. What their motive was? 

Mr. Maxwe.wui. In making that statement. 

Senator SPARKMAN. Do you understand who I named ¢ 

Mr. Maxwewi. Oh yes, indeed. I have a very high respect for all 
of the gentlemen you have named, and, of course, I am not in their 
class. 

Senator Sparkman. I asked that question not just because I re- 

gard them as being men of integrity, even though I differ with them 
aioatiieds in some of their thinking, but I have very high regard and 
very great respect for them. 
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But the reason it made such an impression on me was because I 
knew of their conservative thinking and knew, too, that they were 
men of great financial ability and “business management and knew 
business, and yet they were testifying in favor of an agency, continu- 
ing an agency, converting it into w hat we now hi ave, Small Business 
Administration. 

The question was raised then as to the ability of the banks to make 
these loans. We had a great deal of testimony that the banks were 
able to do this, and all of this could be done, and better management 
and all of these factors were brought up. I remember they had the 
marginal figures—I think it was from 10 to 20 percent of the cases 
could not be handled under any setup we had at that time, assuming 
everything to function efficiently. 

Mr. Maxweny. Well, of course, the granting of loans 

Senator SparKMAN. And, let me say, certainly I do not think they 
had any ulterior motive. I think they were trying to give us the best 
of their thinking. 

Mr. Maxweu. Of course, the granting of credit is the exercise of 
judgement, and I have turned down loans that other banks have taken, 
and they have worked out all right. And, by the same token, I have 
taken some that the other fellow thought were a little bit on the border- 
line, and they have turned out well. Some have not. 

It is a matter of judgment. We may not always agree. I may not 
always agree with my wife. We may differ. I could even differ with 
Mr. Eisenhower, you know. I do not say that I do, but I could. 

Senator SparKMAN. I could make a crack there, but I will not. 

Mr. Maxwe tu. It would be all right with me. 

Senator SPARKMAN. Out of respect for my friend, Senator Case, the 
new member of - committee, I will withhold the observation. 

Mr. Maxwett. I do not always agree with my friend, Senator Payne, 
from Maine, but I have respect for his judgment and I think he does 
for mine. I see his secretary over there, his alter ego. 

Senator CLark. Let us go ahead, Mr. Maxwell. 

Mr. Maxwewu. We believe that the insurance of business loans as 
proposed in this bill would encourage loose spending practices by 
lenders who might make use of this program, as the tendency would 
be to rely on the insurance rather than the lender’s judgment of the 
credit risk. Under the present SBA program, direct or participation 
loans cannot be made— 
unless the financial assistance applied for is not otherwise available on reasonable 
terms, and all loans made shall be of such sound value or so secured as reasonably 
to assure repayment. 

No such safeguards are provided in connection with loans which would 
be insured under the provisions of this bill. 

It is doubtful that the maximum insurance premium of 114 percent 
of the principal of the loan will be sufficient to provide an insurance 
fund adequate to meet the substantial losses which are almost bound to 
occur, particularly if there should be a turndown in our economy. 
Since the bill provides for an initial $10 million to be supplied to the 
insurance fund by the Government and authorizes the appropriation 
of such additional sums as may become necessary for the adequacy of 
the fund, it appears that the program in the long run would result in a 
substantial cost to the taxpayers of this country. 
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We, therefore, do not favor the adoption of such an insurance pro- 
gram as is proposed i in title II of S. 1762. 

Senator Crark. Mr. Maxwell, you do not think that provisions which 
require the bank to stand a share of the loss are an adequate deterrent 
to the making of unsound loans ? 

Mr. Maxwetx. I do not. 

Senator Ciark. These are not fully insured loans, as I understand it. 

Mr. Maxwett. Yes. 

Senator SparkMAN. There is a 10 percent uninsured risk factor for 
the bank. 

Senator CiarK. But he says he does not think that is good enough. 
They would still make, as I understand his testimony, unsound loans 
relying on insurance. 

Senator Sparkman. I understand the distinction you draw between 
the title I home improvement loans is that in the case of title I you 
have real estate to hang on to. 

Mr. Maxwetu. You have real estate to hang on to. You have some- 
thing to put your finger on. 

Senator SpaRKMAN. Of course, ordinarily business loans are covered 
by security and you do not get mortgage security under title I. 

Mr. Maxwe tu. But, generally, there is some equity over and above 
that mortgage. 

Senator Sparkman. And in this case you fall back on the statement 
that, when a business fails, a small business, it pretty well washes out. 

Mr. Maxwetu. Yes; and there is another factor to that, too, I think. 

If a borrower gets into trouble on an FHA title I loan, it is his 
home, true; but generally he has a job where he can earn his living 
and perhaps work along and make some payments. But in the case 
of a small business, he is employed there, and when his business goes, 
his job goes, too, sort of a double catastrophe. And he has less ability 
to make the repayments. 

Do you follow me? 

Senator SparKMAN. Yes. Getting back to this care exercised by 
the banker, you do not think the fact that he is going to lose if this 
thing goes sour is going to cause him to be careful in the selection 
of loans that he would be willing to participate in? 

Mr. Maxwety. Can I illustrate that ? 

Senator SparkKMAN. Yes; but may I make this point first: Natur- 
ally, I think of a banker as being supercautious. He has always been 
with me, and from what I hear from other people he exercises that 
kind of caution all the time, regardless. 

It seems to me that, even if he were not going to sustain any loss, he 
still would be cautious, but if he is going to take a part of the loss 
and he knows he is, why he would be extra cautious. 

Mr. Maxwe tu. Well, may I illustrate that point ? 

Suppose an applicant comes in and wants $10,000. We will use 
that as a round figure. It is insured up to 90 percent. He bears 10 
percent of the risk. That is $1,000. And I think most banks today 
are in the 52 percent tax bracket. That means that, if the $10,000 
loan goes sour, the bank loses $480, and you can take a little longer 
shot for the $10,000 if you know you are only going to lose $450. 
That sort of philosophy is bound to creep in. 

I have seen it creep in on other insured loans where the loss is going 
to be small, “If we take it, it is going to be small anyway, and after 
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we get through with taking the tax deduction, it is not going to make 
very much difference. Let us let the boy have the dough.” 

Senator Crark. Of course, that gets back into what the real func- 
tion of the bank is, w hether it is primarily to insure that every loan 
is paid off 100 cents on the dollar so you can continue your dividend 
yate, or whether you have some social obligation to the community. 

Mr. Maxwetu. Well, I do not feel for one minute that a bank should 
not make any losses. As a matter of fact, I feel quite strongly that 
banks should make a reasonable amount of losses. I think that is a 
generally accepted principle, that banks should make a certain amount 
of losses. I do not know what that percentage should be. Do not ask 
me, because I just do not know. 

But a bank that makes too many losses—that is evidence of a lax 
lending policy. But a bank that does not make any losses is not 
serving its community, and it is missing a number of good bets. 

Senator Crark. So it all comes down to a question of judgment; 
does it not ¢ 

Mr. Maxwetu. That is right. 

Senator SrarkMAN. I am not a banker, but it seems to me a bank 
should not purposely make any bad loans, but that in the normal run 
of things, if it fulfills its true function in the community, it knows it 
is bound to take some losses somewhere along the line. 

Mr. Maxwe tu. It should. 

Senator SparKMAN. But back on this idea—maybe this is the answer 
to the question I asked you a while ago about the need for the marginal 
— that the Government needs to make, or participates in with the 

banks—I thought of this case : 

The RFC had a very good small business lending program. By 
the way, the RFC, in spite of all its up and downs, the tremendous 
burden it was called upon to carry during the war, actually ended 
up with a profit. I believe I saw that in the paper just yesterday. 

But I remember this kind of a case. There was a distressed area 
down in my State, in Walker County, Ala. It was a little coal mining 
town there, of Cordova. Forty percent of the people of the county 
were on surplus commodities—and I mean they really needed to be. 

In this little community there was some kind of an extraction plant 
that was operating there. They needed a loan—not much money, 

$75,000, $150,000, somewhere in that field. The RFC at first turned 
thumbs down on it. The officials down there who knew the situation, 
who knew the real need and want among the people of the community, 
got in touch with me and said, “We have just got to have help. That 
is all there is to it. Otherwise, these people are simply going to be 
on charity.” 

I talked with the RFC directors. some of them, at least, and they 
agreed they wouid sit down around the table with these people and 
see if they could work out a loan that was workable. They did. 
And oftentimes that can be done if the people will sit down and try 
to find out where the rough spots are. 

That loan was made. I imagine that little business has long since 
paid it off. It did not work many people. I do not think it worked 
over 65 people. But that meant 325 people that were able to eat 
as a result of the earnings of the breadwinners of those families. 

The Government sustained no loss in that case. But there is one 
that certainly no bank could have handled. No bank probably would 
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have handled it. Probably the Government itself or a Government 
agency handled it only by taking into consideration the distressed 
situation that prevailed. 

Do you believe that we ought to have an agency that would consider 
such factors / 

Mr. Maxweuu. Well, in the first instance, I think the local bank 
should have taken a long look at it before it turned it down. 

Senator SpaRKMAN. Well, wait a minute. This was not just one 
little community. As I started off by saying, it was the whole 
county. It was carried for a long, long time in its coal mining area, 
Coal mining areas throughout the country were carried as depressed 
areas for a long time. Most of them have come out now, because the 
coal industry has become pretty well again, except, perhaps, in the 
anthracite region. Iam not sure whether that is yet or not. 

Senator CLrarK. No. 

Senator SparKMAN. But bituminous coal pretty generally through 
out the country has become greatly improved. 

I do not imagine there was a bank in that county that was able very 
well to take that type of loan. ‘The whole county was in a distre ssed 
area. There was no bank in that town, by the way, I do not believe. 

Mr. Maxwe x. Of course, I come from New England where we have 
had a few textile mills close up. 

Senator SparKMAN. I come from the South. My town was one 
o1 the biggest textile towns in the South. And, by the way, I believe 
the first cotton mill in the South was erected at my town. Back 25 
or 30 years ago we had 15 cotton mills there. Today we have one. 
So we have had them close out, too. 

Mr. Maxwe.i. You probably got some of the cotton mills that moved 
out of New England. 

Senator SparKMAN. Oh, no; they were built there, right where the 
cotton grows, in the logical area 

Mr. Maxwe.u. Well, we have had some situations in connection with 
closing of textile mills. 

Senator SparkMAN. I was up there, by the way. I was at Nashua. 

Mr. Maxwet. Yes. 

Senator ne I went to Nashua and I saw a lot of those 
closed mills there, but later on some of the people oe ‘re told me that 
by taking those empty buildings and putting smaller businesses in the 
various buildings, they got a diversified indus stry and they are much 
better off. 

Mr. Maxwe.u. The banks played quite a part in that. 

Senator SparkKMAN. I am sure they must have, because it was a 
tremendous accomplishment. 

Mr. Maxweui. Yes; very gratifying. 

Senator Crark. Mr. Maxwell, you come from the Biddeford-San- 
ford region / 

Mr. Maxweii. Where? 

Senaor Crark. The Biddeford-Sanford region in Maine? 

Mr. Maxwet.. Yes. 

Senator Ciark. That is noted as a surplus-labor area. In fact, if 


is the only one in Maine where unemployment in March of this year 


Was over 8 percent, 8.7 percent, so you have a real unemployment prob- 
lem there; do you not / 
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Mr. Maxwe.u. For some reason Biddeford and Sanford have been 
linked as a unit. There has been no surplus labor around Biddeford. 

Senator CLark. How far apart are they ? 

Mr. Maxwe.u. Twenty miles. 

Senator CLark. At least you are on speaking acquaintance with 
Sanford. 

Mr. Maxwetu. Yes. And, of course, it was a textile town. 

Senator CLark. And it really got in trouble. 

Mr. Maxwe.u. Yes. 

Senator CLrark. We had a Mr. Ralph Lovell, from the Sanford- 
Springdale Chamber of Commerce, down here the other day, testi- 
fying in support of the depressed areas bill. He made the point that 
several of the new firms they have been able to get in to try to cope 
with the economic crisis resulting from the closing of the Sanford 
Co.— 
may go out of business 
Iam quoting now- 
may go out of business through lack of working capital. The loan program under 
the bill is the depressed-areas bill. The area-redevelopment bill would help us 
immeasurably. The local banks do not have the available funds to loan as risk 
capital to these industries who some day could be very successful ones. Again, 
with a loan program we could gain other industries who could do well in San- 
ford, Maine, but who do not have the money to move here or expand. 

Would you agree with that statement / 

Mr. Maxweui. I do not know that I would agree a hundred percent 
with it. 

Senator CLark. Do you make any loans over in Sanford ¢ 

Mr. Maxwe tu. Yes. 

Senator Clark. You want to close the Small Business Administra- 
tion up, as I understand it 4 

Mr. Maxwe.u. Yes. 

Senator Ciark. The Small Business Administration has moved 
into Sanford and made a number of loans there. I note one here of 
$50,000 to Prebor-Sanford, Inc. Do you think that was an unsound 
loan, or do you not know ? 

Mr. Maxwe.u. That is one I do not know anything about. 

Senator CLark. Was that an outfit that might have applied to vour 
bank for credit and been turned down ? 

Mr. Maxwetu. No: it was not. 

Senator Crark. Do you suppose they exhausted the local bank 
facilities before they went toSBA ¢ 

Mr. Maxwenu. I would assume so. 

Senator CLiark. Here is another $65,000 to the Central Leather 
Goods Corp. Are you familiar with that one / 

Mr. Maxwewui. Never heard of it. 

Senator Crark. Here is another loan—these are small ones of only 
$500 each to what is called the Biddeford Pool, Clifford Ally and 
Russell Ally. Are you familiar with those gentlemen ¢ 

Mr. Maxwewu. No. 

Senator Crark. And here is another loan to the Colonial Aircraft 
Co., for $60,000. Do you know that one? 

Mr. Maxwe.u. Yes. 

Senator CLrark. Do you think that was an unsound loan ¢ 
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Mr. Maxwe tu. You are putting me right on the spot; are you not? 

Senator Ciark. I think we are entitled to. You are recommending 
we close the SBA, and here are a half dozen loans made in your area 
by the SBA to help a distressed situation. 

My interest in getting your answer is as to why the SBA should be 
closed up when it seems to be doing such an amount of helpful work 
right in your own area. 

‘Mr. Maxwett. Can I cite a few instances without naming names? 
I think it might do injury to the parties. 

Senator CiarK. I would be happy to if you would just let me ask 
you a couple more questions. 

Mr. Maxwe tu. You see, this applies to that thing 

Senator Ciark. Do you mind if I just complete this, and then we 
will be happy to let you go along as long as you want. 

Here is a loan for $35,000 to the Sanford Flush Door Manufactur- 
ing Corp. Are you familiar with that company ? 

Mr. Maxwetu. Yes. 

Senator Ciark. Is that a loan which you would not have been will- 
ing to make? 

Mr. Maxwe tt. Right. 

Senator Cuark. And here is another loan to the Colonial Aircraft 
Corp. of $40,000. 

Mr. Maxwe.u. Can I go further and say that the credit corporation 
in Maine likewise did not feel that that was a sound loan. 

Senator Crark. But the net result is that the SBA, which you want 
to close up, has been making a number of loans in that area imme- 
diately adjacent to your bank. I think the committee would be in- 
terested to know whether you think that was an economic activity 
in your area which was detrimental to the community, or whether they 
did a useful job. 

‘Mr. Maxwett. It is a question in the long run of how useful it 
will be. 

Without naming names, two of the concerns which SBA has made 
loans to in Sanford have come to our bank and asked for money. In- 
vestigating their financial situation, we found they had SBA loans. 

“Ww hy do youcometous? Youhs ave got SBA loans.” 

“Well, we have not got enough.” It had been dribbled out, you 
know. 

“We cannot make you a loan, because in the first place, what little 
collateral you may have had, SBA has taken, naturally, and we could 
not take a position junior to SBA.” 

Now, in those 2 instances—those are 2 instances with which I am 
familiar—the SBA money in the long run did not do them any good. 
It may have prov ided some short-term, temporary employment. 

Senator Crarx. Are they not still in business? 

Mr. Maxwett. I think they are. I do not know how long they are 
going to be. 

Senator Crark. Did not other banks participate in some of those 
loans ? 

Mr. Maxwett. I think they may have. 

Senator Ciark. Our records indicate they did. 

Mr. Maxwet. Yes. 
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Now, if I am correct—and do not hold me to it—I think there are 
concerns in Sanford that are either closing their doors or have closed 
their doors within the last month. Some of those got SBA loans. 

Now, it is a question of just how much good those SBA loans did in 
the long run. They might have provided some employment tempo- 
rarily over a period of a few months, or even a year or two, but that 
situation in Sanford is far from being cured. 

Senator Ciark. I imagine so, and the efforts of this committee are, 
at least in part, directed to seeing there are some facilities put to work 
to try to cure it. I do not imagine you would take the position—I am 
sure you would not; would you, Mr. Maxwell?—that we just ought 
to let Sanford go down the drain without making the effort to help 
it, as we did with the old mining towns in the West in the old days. 

Mr. Maxwe tt. So long as you have this agency, I presume you will 
make loans up there. 

Senator CLark. But that is not my question. 

Mr. Maxweti. The question is whether it is sound banking or 
whether it is a social deal. 

Senator CLark. Of course. 

Mr. Maxwe.i. Now, my position is, or our position is, that many 
of these loans do not represent sound banking practices. They may 
be fine socially, but it is costing the taxpayers from one section to take 
care of another. 

Senator CLark. We might even agree with you on that, but then the 
question would be raised whether our philosophies are so completely 
divergent that it would be your thought that if you did not make a 
completely sound banking loan you ought to let the town go out of 
existence. Perhaps you do. You are quite entitled to feel that way. 
I will not quarrel with you. 

I just want to know what your philosophy is, and that of the Ameri- 
“an Bankers Association. 

Mr. Maxwetu. My philosophy is, with reasonable bank help, with 
citizens pulling together, generally they can work out their own sal- 
vation. 

That is the American way of doing it, the old American way of doing 
it. That is what made America great, and that is what made individ- 
uals strong. It is adversity that makes people strong, not the soft life. 

Senator CLrark. You think the right to suffer is an inalienable free- 
dom of the American citizen ¢ 

Mr. Maxwetu. That is right. 

Senator CLiark. I think that clears the atmosphere. Let us go ahead. 

Senator Casr. I would be surprised if it did, Mr. Chairman, with 
all deference. I am such a new member that this is a little bit for my 
own education, but perhaps you can bear with me just a moment. 

I wonder if there is any real difference between a banking and a 
social purpose. I do not suppose anyone would urge that money be 
poured into a situation, at least under the auspices of legislation, under 
legislation coming within the purview of this committee, just for the 
purpose of keeping uneconomic things going forever, and in order to 
keep people at work. 

Is not our objective to give every chance that has a reasonable 
prospect of success for business in any area to be healthy and to 
grow, and then to get eventually on its own feet ? 
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And so I wonder if there is any difference between a social and a 
banking purpose, except that certain kinds of banks are not able to, 
are not “supposed to, give the kind of credit that may be necessary in 
particular circumstances. 

Mr. Maxwe vt. I think banks want to go just as far as they can 
in helping people out, remembering always that it is the depositors’ 
money that they are dealing with. 

Senator Case. And for that very reason, it seems to me, banks can- 
not go as far in a particular situation as it may be necessary and 
desirable to go in extending credit. 

Senator Ciarx. I would agree completely with my distinguished 
colleague from New Jersey, but this witness, on behalf of the American 
Bankers Association, is recommending we put the Smal] Business 
Administration out of business, and I thought it was important to 
find out why he felt that way. 

Senator Casr. I agree; and certainly as a very new member, t do 
not think I have the— 

Senator CLark. You are not much newer than the chairman of the 
subcommittee. 

Senator Casr. Is there an area in which, in the nature of things, 
commercial banks should attempt to reach, which nevertheless may 
be legitimate in purpose with the supplying of credit or even beyond 
credit, speculative capital / 

Mr. Maxwewu. Well, too many cases—in too many instances [ have 
seen small businesses who are able to raise equity capital refuse to 
accept equity capital for two reasons: 

No. 1—and I am not arguing the pros and cons of tax laws, but the 
way that our tax laws are written today, it is more advantageous to 
borrow money and pay interest on it than to raise equity capital, for 
the simple reason that the interest paid on loans is a deduction from 
gross income on your income-tax payment, whereas before you can pay 
any dividends on a stock, on the equity stock that may be sold, Uncle 
Sam takes his bite before the money is available to be distributed as 
dividends. In other words, dividends are not deductible from gross 
income, and interest is. 

So it is more advantageous for these small-business concerns to 
borrow some money than it is to raise equity capital under the tax 
setup. 

There is another reason. I have heard a great many people cry 
that they could not get capital, and I said, “Have you tried /” 

“Well, yes and no.” 

“Why don’t you?’ 

And I get this answer, that they do not want to share control with 
outsiders. And even when they can get capital, equity capital, they 
are unwilling to share control with the new stockholders. Maybe 
some concerns have been in the famiy for years. Some individual has 
built it up from scratch, made a success of it. 

In this day of—well, I might as well say it—the cheap dollar, it 
takes a lot more dollars to carry an inventory and buy equipment 
and carry accounts receivable than it did 20 years ago, or even 10 
years ago. And they are struggling Pocied with unsatisf: ictory cur- 
rent ratios, that is, the ratio of current assets to current liabilities. 

But when the question comes up, “Will you accept some capital in 
your business and take in some new stockholders, or a new  stock- 





la 
to, 
in 


‘an 
yrs’ 


An- 
nd 


ied 
‘an 
IeSS 

to 


do 


the 


2 


Vy 
nid 


ive 
to 


the 
; to 
for 
‘om 
ay 
cle 
| as 


‘OSS 


to 
tax 


ith 
hey 
vbe 
has 


, it 
ent 
10 
ur- 


| in 
yck- 


CREDIT NEEDS OF SMALL BUSINESS 147 


holder ¢” they do not want to share control. They will struggle along 
and cry to Congress for loans, rather than share the control capital wi ise 
with someone who represents some new money. 

Senator Case. And this is based on actual experiences that you 
had—— 

Mr. Maxwe.i. Yes; this is actual experience. 

Senator Case. Not on hypothesis or theoretical considerations ? 

Mr. Maxwe i. No. 

Senator Ciark. I wonder if we could get ahead. Mr. Maxwell has 
been very patient in response to some 1 -ather rigorous questioning, but 
we have a number of other witnesses, and 

Mr. Maxwe.u. Perhaps the committee has been patient. 

Senator CLark. No; 1 do not think so. 

Mr. Maxwe ... I have one more point I would like to cover. 

S. 2160, designated the “National Investment Company Act of 
1957,” would authorize the organization of national investment com- 
panies to make loans to and purchase income debentures, bonds, or 
common or preferred stocks of business enterprises in order 








to make capital for such enterprises more readily available in adequate amounts 
and on reasonable terms. 

Earlier in this statement, we pointed out that “the primary financial 
requirement of small business was not a need for loans but rather a need 
for equity capital.” While certain provisions of 5. 2160 appear to be 
unwise and impracticable, we feel that the central idea has merit and, 
with some modification, could well be utilized to achieve constructive 
results. 

Under the provisions of S. 2160, the initial capital of national invest- 
ment companies may be supplied by the Federal Reserve banks. This 
proposal is at variance with the procedure followed in the formation 
of State development corporations which obtain their initial capital 
from private investors. Inasmuch as one of the stated objectives of S. 
2160 is “to supplement the existing facilities of banks and other finan- 
cial institutions by providing for the establishment of privately owned 
national investment companies,” we believe it preferable that such 
companies should be privately owned from the start. 

We recognize, however, that in some instances a sufficient supply 
of initial private capital may not be available. To cover such even- 
tualities, it might be necessary to provide that some supplementary 
capital funds he supplied by the Federal Reserve banks. Provision 
should also be made that the capital stock owned by the Federal Re- 
serve banks should, within a reasonable period of time, either be sold 
to private investors or be retired through application of earnings of 
the national investment company. 

The bill also provides that a national investment company formed 
by a Federal Reserve bank could pass to private ownership through a 
process whereby banks and other private investors would purchase 
stock in the company. It would be unwise, in our opinion, to permit 
banks to own the capital stock of these companies. Both National 
and State banks are prohibited generally by Federal or State law 
from investing in the capital stock of private enterprises. To permit 
such a relationship would be a radical departure from tradition, and 
would raise serious questions as to the future of the banking system. 

It is possible that the inclusion of banks as potential investors in 
the capital stock of national investment companies was in the belief 
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that banks purchase stock of existing State development credit cor- 
porations. If so, the belief is unfounded. Banks make loans to these 
corporations; they function as creditors, not as sources of investment 
capital. Banks should perform a similar function in connection with 
the proposed national investment companies. 

The bill would authorize national investment companies, even 
though organized and operated by an agency of the Federal Govern- 
ment, to purchase the common or preferred. stocks of business enter- 
prises. In our opinion, this would be unwise on grounds both of 
principle and of practicality. An agency of the Federal Government 
should not be empowered to buy the common or preferred stocks of 
any private enterprises; the granting of such power would mean 
a new and sweeping incursion by the Government into the field of 
business. Moreover, it is believed that the owner of a small business 
would be extremely reluctant to sell stock to a company owned and 
controlled by a Government agency which would then be in a position 
to dictate management policies. 

Senator Ciark. That gets us back to your views about the RFC; 
dloes it not? 

Mr. Maxwetu. Yes. In addition, we believe that any legislation of 
this nature should include a specific prohibition ag ainst the proposed 
national investment companies supplying credit that is available from 
existing private institutions. 

To sum up, we see substantial merit in the concept set forth in 8. 
2160. We believe it is possible that further study and modification 
of this proposal might well produce a sounder and more effective 
approach to the problems of small business than is offered by the Small 
Business Administration. 

I wish to thank the committee for this opportunity to present the 
views of the American Bankers Association. 

Senator CLark. Senator Fulbright. 

Senator Futsricur. Mr. Maxwell, I understand you played a lead- 
ing part in the development of the Maine Development Credit Corp. 
Would you have any objection to authorizing the SBA to purchase 
bonds or, in other words, to lend money, not to buy stock in it but to 
lend money to such a development corporation / 

Mr. Maxwett. That is one I would want to think over a little bit. 

Senator Futsricut. I donot want you tomakea snap judgment. If 
you have not thought about it, we will just submit it to you for your 
consideration. 

Mr. Maxwe tt. I had not thought about it. Frankly, we feel that 
this S. 2160 has a lot of merit. In other words, it aims to set up, under 
national charter, organizations framed to do much of the kind of 
finaricing that these State development credit corporations are doing 
under State charter. We use the Federal Reserve bank money in this 
case first because the act itself envisions the use of Federal Reserve 
money. Of course, if the Government wanted to put some money into 
these State credit corporations, I believe the funds — be handled 
much more economically and judiciously than they can under SBA. 
We think that we are more careful in our lending. Ne vertheless, these 
development credit corporations do very definitely have a social objec- 
tive, and that perhaps shows the fact that the banker is not all cold, 
with ice water in his veins. These development credit corporations do 
have—and they are organized by bankers—a very real social objective. 
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Senator Fu.sricut. They have broad authority to lend, too; do 
they not ? 

Mr. Maxwett. They have broad authority to lend. Frankly, we 
feel that by rewriting this act it would be quite acceptable to the ank- 
ing fraternity as a w hole, and we might go all out for it. 

De ator Furericut. You might persuade the Federal Reserve to 
support it if you really go all out “for it. 

fr. Maxwei. W ell, if the Federal Government wants to see some 
money used to help out in these instances by proper legislation, some 
of those funds could be channeled through either the State chartered 
development credit corporations or through a federally chartered na- 
tional investment company; call it what you will. I can see no ob- 
jection to having federally chartered rather than State chartered in- 
stitutions, prov ided the bankers can run them and private business can 
eventually buy them out, and that I believe is the an. ‘tive of this bill, 
S. 2160. 

Can I think out loud with you for a minute, gentlemen? Suppose 
we converted these State chartered institutions into federally chartered 
institutions, and let us assume that we could get the Federal Reserve 
banks to buy some common stock, along with our other stockholders, 
to bolster up the capital position of these national investment com- 

anies. Keep it on the local level, with supervision by Federal 
or instance—lend money to them, to the national investment com- 
panies. Keep it on the local level, with supervision by Federal 
authority, or examination, if you will. Now, our State chartered credit 
corporations are examined by the respective bank commissioners in each 
State. They are not fearful of examinations. I would just as soon see 
these concerns examined by Federal supervisory authorities, Federal 
Reserve examiners, national bank examiners, FDIC, or what have ou. 
I never had any fear for a national bank examiner. I get along 
beautifully with them and always have, and we have never been ham- 
strung. For one, gentleman, I have never said to a borrower, “I would 
like to make you this loan, but we would be criticized by the examiners 
if we did.” No. If I do not want to make the loan, I would stand up 
on my two hind legs and say so, and I would not blame it on any 
national bank examiner. 

This S. 2160 has some real merit. It is in effect what we were trying 
to do on the State level and had done on the State level. Maine was 
the first one to be organized. It was organized 7 years ago. We think 
we have done a decent job. We think we have been helpful to the 
economy of the State. We have not had too many losses. We have had 
some. Weare going to make some more. If we donot make some losses, 
we will not be doing the job that we were set up to do. We are w illing 
to make losses. As a matter of fact, we have told our stockholders, 
“Look. We want you to put some money in this, because we think 
it is good for the economy of the State. Your benefits will come in an 
indirect and int: angible way. You will probably never get a dividend 
on this stock.” 

Senator Futsrientr. Mr. Maxwell, the next witness is a represent- 
ative from my State, who has in a sense followed your lead in this 
matter in creating the Arkansas Development Finance Corp. They 
are here to testify about their views on a similar matter. I think that 
they have all benefited by the lead that you have given in Maine, but 
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they have a similar interest of increasing the availability of credit to 
these smaller companies. I hope you will stay and listen to their 
testimony. 

Mr. Maxwe.u. We would really like to work with you on this S. 2160, 
Now, you may not want us, but we are citizens, too. We are av ailable 
and we are interested in this sort of thing, as evidenced by the fact that 
the banks have organized 14 or 15 of these State credit corporations 
throughout the Nation, and they are doing a real job. They are doing 
the things that SBA is trying to do, but we think that the loans that 
we make are sounder. 

Senator CLark. Senator Sparkman. 

Senator SparKMAN. No further questions. I want to say I have 
enjoyed very much the discussion with Mr, Maxwell, and so far as your 
help is concerned we certainly would welcome it in trying to work 
out a bill that will do the job that we all want to see done. 

Mr. Maxwe tt. I gather you are Senator Sparkman; is that right? 

Senator SparKMAN. That is right. 

Mr. Maxwewt. I think I have had some correspondence with you 
about this bill, and made some suggestions, and you or somebody else 
adopted 1 or 2 of them, I noticed. Thank you. 

Senator SpaRKMAN. We get as many heads together as we can on 
this. We welcome yours. 

Mr. Maxwetn. The American Bankers Association would be very 
glad if it could be helpful. 

Senator SparKMAN. We would be very glad to have any further 
suggestions. 

Mr. Maxwe.u. The entire membership is at your disposal, gentle- 
men. We have some 15,000 banks in the country, and a few of us have 
some ideas 

Senator CLrark. Senator Bush. 

Senator Busu. No questions. 

Senator CLrark. Mr. Maxwell, it would be very helpful to the com- 
mittee if you would be willing to furnish for the record, rather than 
our taking the time now, information in greater detail about the Maine 
Development Credit Corp., because we “have similar information in 
the record from Massachusetts and North Carolina. Perhaps you 
would not mind telling us now what your capital is? 

Mr. Maxwe .. It is around $90,000 now, 

Senator CLtark. And how long have you been in business ? 

Mr. Maxwe.u. Seven years. Now, let me clear up a point. There 
is about $900,000, just under $1 million, of loans available from mem- 
ber banks. That is where the real money comes from. The capital 
stock is just a cushion. 

Senator CLiarKk. In other words, 10 to 1? 

Mx Maxweiu. About 10 to 1. We have no definite requirement. 
As I understand it, Massachusetts has a requirement of 8 to 1, 

Senator Ciark. I was going to ask if you recall the amount of loans 
outstanding at the present time. 

Mr. Maxwewi. The amount of loans outstanding is right around 
$800,000. It isa revolving fund. We have loaned about a hens and 
seven or eight hundred thousand dollars. We have paid some of the 
money back to the banks, you know, and borrowed again, It is turned 
over. 
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Senator Ciark. Unfortunately, we have other witnesses we must 
hear, and I wonder if you would be willing to confer with Mr. Cash, 
a member of our staff, and then let him have the information for the 
record about the Maine Development Corp., so that we can have that 
before us when we consider this bill. 

Mr. Maxwe.i. Yes. Probably the best thing that has been printed 
on this is the American Bankers Associ: ition booklet on development 
credit corporations, which was printed in 1955, I think they have 
some extra copies. 


Senator CLarK. We have that. 

Mr. Maxwe tu. That probably is the best thing that has come out. 

Senator Ciark. I think I should point out to you, so you can be 
guided when you prepare your statement, that both Maine and North 
Carolina favored continuing the SBA in business and were opposed 
to S. 216). So there is a little conflict there among the development 
oO ation officials, which you might want to express your views on 


1 this communication we would be happy to have you furnish the 
ce istten. 


Thank you very much, Mr. Maxwell, for your very candid and frank 
testimony. It was a great pleasure to have you down here, and I am 
sure the committee has benefited from hearing your views. 

(The following was received for the record :) 


THE First NATIONAL BANK OF BIDDEFORD, 


Biddeford, Maine, June 14, 1957. 
Mr. J. H. YINGLING, 


Chief Clerk, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

DEAR Mr. YINGLING: You will recall that I was asked to write you something 
about the Development Credit Corporation of Maine at the time of my appear- 
ance before the Senate committee last week. 

Many bankers in the State of Maine felt that there was a sort of “gray” area 
between bank credit and equity capital which was unfilled. The dividing line 
between capital and credit, as you know, is very indistinct. Banks were re- 
ceiving applications which really called for equity capital, but, nevertheless, 
had an inherent soundness from a business point of view. Many of these appli- 
cants evidenced in their balance sheets an unsatisfactory ratio of current assets 
to current liabilities or an unsatisfactory ratio of net worth to debt. Further- 
more, some applications called for credit for a longer term of years than com- 
mercial banks could rightfully be expected to extend. The formation of the De- 
velopment Credit Corporation of Maine was an answer to that need. 

Capital stock of this corporation, in the amount of approximately $83,000, was 
supplied by industries and businesses having an interest in the overall economy 
of the State. This capital stock was designed to serve as a cushion for expenses 
of organization and as a reserve for losses. Member banks are pledged to loan 
$924,000 to the corporation on a demand basis. The corporation is operated by 
27 directors, one-third named by the stockholders and two-thirds by the member 
banks. Advisory boards are also organized in 12 areas of the State. 

Activities of the concern are coordinated very closely with those of private 
banks, both national banks and State-chartered institutions. Under the terms 
of its charter, no loan can be made by the corporation which can be made by a 
conventional lending institution 

Through March 31, 1957, 51 loans, aggregating $1,480,000, had been made. 
Loans paid in full amounted to $542,000, and partial payments on the remaining 
loans amounted to $144,000. Losses incurred or reserved for amounted to $23,000, 
leaving approximately $770,000 in outstanding loans as of the above date. 

These loans are for a variety of purposes, such as working capital, purchase 
of equipment, expansion, and industrial real-estate holdings. This credit corpora- 
tion has proven its worth in the economy of the State and has become an im- 
portant part in the State’s financial facilities. The smallest loan made was for 
$3,000, and the largest $75,000. The interest rate has varied between 5 and 7 
percent. No equity investments have been made, but loans have been made 
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for as long as 18 years. The types of business assisted have been about 50-50 
new concerns and industries already established within the State. 

It is my personal feeling that Mr. Sparkman’s bill, 8. 2160, could be of real 
help and has considerable merit, as I testified before the committee. However, 
I do feel that $5 million minimum capital is not realistic in a State like Maine. 
It might well be set as a minimum for States like Massachusetts and New York, 
but certainly not for States like Maine, New Hampshire, and Vermont, 

As expressed at the time of the hearing, it would be helpful if the Federal 
Reserve banks were permitted to purchase stock in such a corporation, and 
even to lend funds to it, with, of course, representation on its board of directors 
and, naturally, with the corporation federally chartered and supervised, but 
to do the kind of job we want done on a sensible, sound economic basis, the 
management of these concerns should be left in private and local hands where 
local conditions are understood and needed help can be granted by a sympathetic 
and understanding group. 

It has been the aim of the American Bankers Association to have one of these 
State-chartered corporations formed in each of the 48 States. I certainly would 
not object to a Federal charter and Federal supervision, as above stated. What 
I envision is a system of 48 separate capital banks which could supplement the 
work of our presently existing financial institutions. I think this is a develop- 
ing program. I don’t think we should try to go too far at the outset. Maine 
was the pioneer in this project. I have often talked with Dr. Alfred C. Neal. 
When he was vice president of the First National Bank of Boston, he gave us 
considerable encouragement, and at that time I made a statement to Dr. Neal 
to the effect that this movement here in Maine was probably the beginning of a 
new type of financial institution. 

It is my firm conviction that the establishment of such capital banks could 
well serve small business, and should eliminate the demand for the Small Busi- 
ness Administration. It goes without saying, of course, that I believe firmly that 
these capital banks should not make a loan that can be secured from a presently 
existing conventional financial institution. 

I should be glad to write you further or discuss the subject personally if it 
would serve any purpose. 

Very truly yours, 
ARTHUR F. MAXWELL, President. 


Mr. Herbert L. Thomas, cochairman of the steering committee for 
the organization of the Arkansas Development Finance Corp. 


STATEMENT OF HERBERT L. THOMAS, COCHAIRMAN OF STEERING 
COMMITTEE FOR THE ORGANIZATION OF THE ARKANSAS DE- 
VELOPMENT FINANCE CORP.; ACCOMPANIED BY PRESTON W. 
GRACE, PRESIDENT, WHITE RIVER PROPANE GAS CO., INC., 
BATESVILLE, ARK.; AND FRED VENNER, PRESIDENT, SOUTH- 
WEST MANUFACTURING CO., LITTLE ROCK, ARK. 


Senator Crark. Mr. Thomas, I believe you have some colleagues 
with you. Just bring them up here and let them sit at the table 
with you. 

Senator Futsrieutr. I wonder if I might introduce to the committee 
these three gentlemen, who are businessmen from my State. 

Mr. Herbert L. Thomas, whom I have known for many years, is 
the prince ipal owner and president of the First Pyramid Life Insur- 
ance Co., of Little Rock, which is one of the more successful businesses 
in my State, and has had a long record of public service. He used to 
be chairman of the board of trustees of Arkansas University and has 
taken a very active part in educational as well as business activities 
of the State. 
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Mr. Fred Venner is the proprietor of an extremely successful boat- 
manufacturing business in Little Rock, making aluminum boats which 
are sold throughout the country. 

Mr. Preston W. Grace is from Batesville, Ark., and is in business 
as a manufacturer. 

All three of these gentlemen are quite successful businessmen in 
my State, so we are very proud to have them here before the committee 
this morning 

Senator Cr LARK. Thank you, Senator Fulbright. Weare very happy 
to have that introduction of you gentlemen. As I think you know, 
the distinguished chairman of the Banking and Currency C ommittee, 
Senator F ‘ulbr ight, is taking a very keen interest in the subject matter 
before this committee and has made a very real contribution to the 
progress which has been made so far, and I know will, also, in connec- 
tion with the legislation we hope to report out. 

Mr. Thomas, I see you have a prepared statement here of some 18 
pages, and I cert: ainly do not want to cut you off if you want to read 
it, but if you could see your way clear to filing it for the record, I am 
sure the subcommittee members and members of the staff will read it. 
If you can hit the highlights, we will appreciate it. 

Mr. Tuomas. Thank you, Mr. Chairman and members of the com- 
mittee. I am extremely anxious that you hear the two men whom I 
brought with me, who will give specific experiences regarding their 
growth and development, and their problems in growth and develop- 
ment and financing. Therefore, I will make my testimony brief. 

Senator Crark. I would like to hi ave Mr. Thomas’ full statement 
made a part of the record and printed at the end of his testimony. 

Mr. Tuomas. I have been a small-business man all of my life, and, 
in addition to the life insurance business that Senator Fulbright spoke 
of, I am chairman of the board and principal stockholder in a small 
bank in Arkansas and a director in another bank. I state that so it 
gives you some idea that I have had some association with small busi- 
ness and small-business problems. I take this thought throughout my 
discussion of the small-business subject. I think you gentlemen on 
this committee, economists throughout the country, and the research 
staffs of our national magazines have all brought the question of small 
business to the forefront, and we = recognize it as a problem. We 
recognize it as a matter that needs discussion and needs consideration. 

In recognizing the problem, I have come to the conclusion and con- 
viction that the greatest outstanding problem in small business has 
been the lack of long-term and equity capital. I believe there is defi- 
nitely a void in the financial structure of the United St: ites, and that 
void does constitute the matter of long-term loans and equity capital 
for small business. I think that even big business recognizes the ne- 
cessity of small business as a part of our economy. Then, when we 
come down to discussing it, I would like to discuss it on definitely 
a business basis. 

I advocate the separate disc pene of legislation regarding disaster 
loans and small-business loans. I do not look on the two as one of the 
same, and from a banking standpoint I would like to look on it as 
sound business, as a potential profitmaking business—the development 
of small business. 

My bank in Arkansas would be rated among the top 8 or 10 in 
het profits per capital structure. I merely say that to let you know 
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that I am no different than most other bankers in the profit motive. 

do differ in some phases of our banking viewpoint. When the na- 
tional association meets, they more or less go on record as saying that 
commercial banks are adequate, that we do not need other considera- 
tions for loans. They go back home and become extremely active 
participants in the organization of development corporations, which 
almost invariably start out in their articles of incorporation by saying 
that, due to our present tax structure and other factors, our small 
business needs a service that is not now being rendered. That is in 
your articles of incorporation of practically all of your development 
corporations. It is in the one they are organizing in the State of 
Arkansas. So, on one hand, when they are en masse ‘the vy say we don’t 
particularly need them; when they go back into their individual com- 
munities they become participants in the very thing that you gentle- 
men are attempting to solve. 

I think it is interesting that probably the most conservative bankers 
in America are the New England bankers, and they have taken the 
lead in the development corporation. It starts out in the articles of 
incorporation by saying that we must have the small business, that 
it must be taken care of in long-term loans that are not now available. 
I think that you must take into consideration their viewpoint en masse 
compared with their viewpoint as individuals. 

In considering that subject in Arkansas, one of our first meetings 
was with the banking group. We also set up in the State a voung 
group of executives on this matter of small business. They sent out 
questionnaires to all the banks in our State, and some 60 or 70 percent 
answered, They said practically the same as you heard said from the 
American Bankers Association—that we see no particular need, that 
we have not turned down good loans. At that meeting we had some of 
our small-business men, and I happen to know their circumstances. 
I just made the statement, “If a few bankers will remain after this 
meeting, we have four small-business people that operate a profitable 
business. They are successful. They are recognized as successes, 

They would like to borrow $2 million. If you would like to - 
over after the meeting, they would like to talk with you.” Well, 

getting the small-business people of the State together with banked 
and comparing their different viewpoints of what constituted the 
needs of small business, the bankers changed their minds, and I 
would say that on our steering committee of this development corpo- 


ration we are organizing in Arkansas 70 percent of the members whe | 


are bankers. The most active workers in it are bankers. The bankers 
are going to subscribe for common stock as individuals: not as bankers. 

Now, I give that to you because I do think vou gentlemen here are 
attémpting to solve this problem, which in my opinion is a national 
problem. It is a real problem. It has great ae [ think 
you should separate the bankers’ Viewpoint en masse as compared to 
the bankers’ viewpoint individually. 

We studied the various development corporations. We had the 
manager of the Massachusetts Development Corp. come down, and 
the New Hampshire corporation. 

Our State is composed almost wholly of small business, agriculture, 
and the payroll of outside corporations. I do not believe we have 4 


<ingle solitary big business owned in the State of Arkansas. Therefore, 
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the matter of small business becomes extremely important tous. Inthe 
study of our situation in Arkansas, we came to the conclusion that we 
were so poor we could not organize a development corporation in a 
normal manner, in the manner we would like to have organized it. We 
just simply do not have the personal wealth to raise enough money to 
solve the small-business problem in Arkansas. So we set up a corpora- 
tion on a nonprofit basis. That was necessary in order to have State 
aid. : 

We have $100,000 of equity capital, which 100 men are subscribing 
for in Arkansas at $1,000 each, and it is nonprofit. Therefore, that 
practically amounts to a contribution. We are then selling $900,000 
of preferred stock, which will give us $1 million equity capital, and 
when we do that then there is available $5 million of State funds. 

Senator Busu. Where does the preferred go? 

Mr. Tomas. We sell the preferred stock to the larger businesses of 
Arkansas, which have already expressed an interest. Now, that is to 
be retired. The way it will be retired is, you might consider it a tem- 
porary loan. They buy the preferred stock. Then there is a require- 
ment in making the loans that either the person making the loan or 
the local corporation that encourages the loan must buy 5 percent of 
the amount of the loan of equity capital. That 5 percent is sold in 
debentures to retire equity capital, so you can see that a good portion of 
our equity capital will be temporary and be repaid out of 5 percent of 
the loans as they are made, 

That will give us, then, $6 million in Arkansas. Now, this may 
sound peculiar to you gentlemen, but— 

Senator Busn. May I stop him right there ? 

Senator Ctark. The Senator from Connecticut. 

Senator Busn. As this $90,000 is retired by these contributions that 
you mentioned, then that would serve to build up the equity of the 
original $100,000 subscription ? 

Mr. Tuomas. To a million; yes. It would keep it the same at all 
times. As 5 percent is collected, 5 percent is retired. 

Senator Busu. So that there is definitely an incentive or profit mo- 
tive in the $100,000 subscription ? 

Mr. THomas. Yes; that is correct. 

Senator CLtark. The Senator from Arkansas. 

Senator Funsrient. One other point. The State’s share is not a 
contribution ; it isa loan or investment. 

Mr. THomas. When we get a million dollars equity capital, we are 
in business and we start making loans. We may invest that million 
dollars. Then when we get applications for other loans we sell interest- 
bearing bonds, and through State legislation the State has agreed to 
purchase the first $5 million of interest-bearing bonds. So they will 
be obligations of the corporation. They will not be common stock. 
It will not be any part of the equity stock, and it will bear interest. 
The other corporations have done more or less a similar thing, except 
there were people in their areas financially able and willing to buy it. 
We could not figure out the answer to that in Arkansas. Therefore, 
we made the State a purchaser of interest-bearing bonds in order to 
give us the setup. That corporation and its activities will be in exactly 
the same spirit as all of the other development corporations. 
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Senator Ciark. Mr. Thomas, you do not anticipate making a regu- 
lar profit paying dividend on your equity stock ? 

Mr. Tuomas. We do not contemplate paying dividends. We con- 
template building up reserves for losses and those things. There will 
not be any dividend payment, either, to common stockholders or pre- 
ferred stockholders. 

Senator CiarK. So the primary purpose of the company is not te 
make money for stockholders but to provide credit for small-business 
people? 

Mr. Tuomas. To provide credit for small business, but at no loss, 

Senator Crark. I understand. 

Senator Busu. I would just like to pursue that one more moment, be- 

cause if you buy $10,000 worth of that stock that could very easily 
over a period of 10 years be worth $100,000. As you retire that pre- 
ferred stock, then the equity all goes into this common stock; does it 
not? 

Mr. Tuomas. No; it is wholly a nonprofit corporation. It has to be, 
in order to meet our State constitution, which will not permit the State 
to put money into a profitmaking corporation, and our supreme court 
has ruled that if you pay a common stockholder a dividend or a pre- 
ferred stockholder a rate of interest it becomes a profit corporation. 
Therefore, there is no profit. Ultimately, upon liquidation, any profits 
would go to bondholders. Your equity people are actually making 
what might be called a donation. 

Now, that is rather unorthodox setup, but as I say we could not 
find any other answer in the State of Arkansas. We could find no 
answer of setting up a profit corporation, because if we could the State 
could not participate, and we frankly do not think there is enough 
money available for the purchase of stocks and bonds in the State to 
give us adequate financing to set it up. 

Senator Crark. Senator Bush, the development witnesses from 
Massachusetts and from North Carolina who were here yesterday both 
testified that their corporations, while ostensibly in corporate form for 
profit, were not intended to make a profit, and indeed they urged us 
to help create legislation which would give them the same exemption 
from the Federal income taxation which their States have given them 
from State income taxation. 

Senator Busn. I am quite clear on it now. I thank you. 

Mr. Tuomas. Now, that brings me up to a discussion of the matter 
you gentlemen are considering : What aid should there be to small 
business if there is a void in the financing of small businesses in the 
United States ? 

As I study the bill before you, S. 719, I have come to the conclusion 
that’ the motive and the Steeles of the needs of small business 
are in that bill, but it seems to me that the procedure of education of 
bankers on it would be a long-drawn-out matter. I do not believe 
they are educated on it today. My discussions on it have not indi- 

cated that they are. In view of the fact that our development corpo- 
rations are set up now in about 15 States, and from the correspond- 
ence that we are getting there are any number of States that are con- 
sidering them, and if they are being locally managed and are close to 
the borrowers—which I think we all agree has adavant: iges—and if 
they are being operated with the harmonious cooperation of bankers— 
and we all seek that—any financial organization or setup would do | 
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better with the cooperation and interest of bankers. Since our de- 
velopment corporations do have that, I am recommending that you 
give consideration to the thought of some Government agencies do- 
ing what the State of Arkansas is doing, and that is pure chase some 
of these bonds on a matching basis. 

Senator Ciark. That might be the Small Business Administration ? 

Mr. Tuomas. That could be the Small Business Administration. 

Senator Ciark. By the way, Mr. Thomas, have you had a chance 
to look at S. 2160, which is a more modern form of 8. 719? 

Mr. THomas. Yes. 

Senator CLrark. We are working on S. 2160 rather than S. 719. 

Mr. 'THomas. That is right. Keep in mind that I am in accord 
with the spirit of S. 2160 and S. 719. It is seeking to accomplish what 
I think needs to be accomplished. Now, as you amended it and give 
an opportunity to take in the local business, here is the problem you 
would find some of us facing: If the Federal Reserve purchased $5 
million of equity capital in Arkansas, we would be a long, long time 
owning it. We would be a long, long time miking of it a locally 
owned institution, which I think everybody has indicated they favor 
as much as possible. In the corporations that we already have set 
up, if you could serve the same purpose by buying inter -est-bearing 
bonds on a matching basis in these corporations—and you notice in 
my statement I mention safeguards, and so forth, which I think should 
be in any form of legislation. You have some safeguards when your 
local people put up all the equity capital. You have some safeguards 
when you purchase interest-bearing bonds on a matching basis. We 
take a loss if the Government takes a loss, so therefore you have us 
directly interested in seeing that everything is done on as business- 
like a basis as possible. 

Now, I have heard RFC discussed. I have the record of the RFC 
before me, and even though those loans were made in possibly the most 
distressed period the United States had ever had, and even after you 
take into consideration interest on the Government’s money, you still 
made a right nice profit on your loans through RFC. 

Senator Crark. I think Senator Fulbright, the distinguished chair- 
man of this committee, made that very clear in the statement he issued 
only the other day, showing that as of June 30, 1957, Senator Hum- 
phre: y tells him that he adjusted net income of the RFC from lending 
activities will reach $333,367,683. 

Senator Futsricut. Not Senator Humphrey. It was actually Mr. 
Robbins, of the Treasury. 

Senator Ciark. I beg your pardon. 

Mr. Tuomas. The biggest objection I have to the Small Business 
Administration is it simply does not reach enough people. When you 
do direct lending from the Government, the borrower nas a tendency 
to have the feeling that that is tinged with bailing him out, that he is 
in distress. and so on. Now, the man who borrows from you may not 
tell you that, but those who never come to you would tell us that is one 
of the reasons they do not come. So I have no criticism of its purpose 
and intent, and I just say that it will not reach enough of the possibili- 
ties of good small business that has growth probems that needs to be 
reached. 
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Senator Ciark. Do you have any views, Mr. Thomas, as to whether 
the SBA should be made permanent or its life extended or put out of 
business, as Mr. Maxwell recommended ? 

Mr. Tuomas. I have the feeling that if the Small Business Ad- 
ministration would have served the purpose I am talking about in 
regard to this that it could very well develop into the Comptroller of 
the Currency responsibility regarding national banks and be active 
in the guidance of these development corporations that are formed. 

Senator Crark. So to that extent it should be permanent ? 

Mr. Tuomas. To that extent it should be permanent. It is possible, 
then, that you could utilize the Small Business Administration for 
your disaster loans, which in my opinion should be political decisions. 
[ think they are more logically political decision. In that case you 
could use your Small Business Administration for that development. 
So I can see a possibility of not setting up any other agencies, just 
taking what you have and changing its channel a little bit to meet 
what seems to be a universal viewpoint. 

Senator Busu. Develop your thought about these bonds a little bit. 
I donot quite understand that procedure. 

Mr. Tuomas. Let us say we set up a corporation with a million 
dollars equity capital. 

Senator Busn. In Arkansas / 

Mr. Tuomas. In Arkansas. They are set up in various and sundry 
ways. 

Senator Busn. Let us take Arkansas as an example. 

Mr. Tuomas. We have a million dollars equity capital. We imme- 
diately elect a board of directors. The board of directors will elect a 
president and regular officers. They lend the million dollars equity 
capital. Then they get an application— 

Senator Busu. They lend that to industry and operators / 

Mr. Tuomas. Industry and operators and various loans. 

Senator Busn. So then they have used up their money ¢ 

Mr. Tuomas. They have used up their money. They have ap- 
plications for other loans, so they submit to the State of Arkansas, 
to its board of fiscal control, a request for a sale to them of a million 
dollars in interest-bearing bonds, the interest rate to be mutually 
agreed upon. Back of that will be as security this million dollars in 
assets that have been taken for this million dollar equity loan, plus 
the assets of the new loan that they are going to make with the 
money they acquire from the sale of bonds. 

Senator Busu. The original loan becomes security ? . 

Mr. Tuomas. That is right. So you put up a million dollars security 
for loans already made. So you end up with the State having on its 
entire million-dollar loan $2 million of assets back of a million dollars 
in interest-bearing bonds. 

Senator Busn. Now, then, carry on from there as to how you 
visualize SBA might be authorized by law to participate in that 
picture. 

Senator CuarK. Will the Senator yield for a minute ¢ 

Senator Busn. I would like to get this. I would like to pursue it, 
and then I will yield. unless you think you can develop it. 

Senator CrarK. What concerns me is how he is using the word 
“equity.” He says “equity” one minute and “loans” the next. 
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Senator Busu. The equity is the original million dollars, and he 
then borrows a million dollars from the State. 

Senator Ciark. As I understand, the original million dollars is not 
a contribution of stock; it is a loan. 

Mr. Tromas. No; the million dollars is raised by the purchase of 
common and preferred stock, which becomes equity capital. 

Senator Crark. I misunderstood you. 

Senator Busu. There is $100,000 of common and $900,000 of pre- 
ferred, and the preferred gradually gets retired. 

Mr. Tuomas. Then you have a million dollars equity capital stand- 
ing between any bondholders and any loss. That is always there as 
a cushion. 

Senator Busn. Mr. Thomas, take off from there as to where you 
visualize the SBA or some Government agency can enter this picture. 

Mr. Tuomas. All right. Now, then, we are sitting there with a 
million dollars of assets which we have gotten from lending this 
million dollars of equity capital. Then we need some more money. 
We have got some more loans. 

Senator Busu. You have $2 million now? 

Mr. ‘THomas. That is right, $2 million. Now, suppose we could 
apply to SBA to match the State’s million or the private purchaser’s 
or from any source locally. We ask them to take a million. So they 
have the State government, just like your RFC used to do. They 
bought bonds and preferred stock. They bought our Arkansas road 
bonds. It had the privilege of doing what I am talking about. The 
SBA now has not. So what they do then is make whatever require- 
ments they desire to make regarding ¢ ‘hecking its assets, examinations, 
and so on. So they say, “Here is a corporation with a million dollars 
equity capital, The State is willing to put in, or individuals are will- 
ing to put in, another million, and they want us to take a million dol- 
lars of those bonds.” So we issue $2 million of 4-percent bonds. The 
money goes into the corporation. Then what you have are the assets 
from your first million dollars, the loan of your first million dollars, 
$2 million in Washington, and that is $3 million. Then the Govern- 
ment, the SBA, owns $1 million of those interest-bearing bonds and the 
State of Arkansas or individuals $1 million. So there you have $3 
million where normally we would just have $2 million. 

Senator Busu. Of which the Federal end has produced $1 million. 

Mr. Tuomas. $1 million, and the State has produced a million. 
Now, if you lend that out we have the assets of that $2 million, which 
makes $3 in assets we have in the corporation, but they need more 
money. There are more requests for loans. So we apply locally for 
the sale of another $1 million and apply to the SBA for the sale of 
another $1 million. 

Senator Busu. To match . 

Mr. Tuomas. To match it. The Government will put in nothing 
under my viewpoint that you ri not match at home. 

Senator Crark. This would be 2 to 1? 

Senator Busu. No: it is even. 

Mr. Tuomas. It is even. 

Senator CrarKk. One from State, 1 from private, and 1 from Fed- 
eral ¢ 
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Mr. Tuomas. No; it is matched, because I say either the State or 
private. In Arkansas, we are faced with the problem of getting the 
money any way we can. 

Senator Crark. You cannot get the private money in Arkansas? 

Mr. Tuomas. We have that feeling, particularly to start with. We 
may develop it and expand it to where we can. People there have 
shown their willingness to put up $1 million without any hope of re- 
turn in order to get something started for small business. 

Senator Crark. You think that is the bottom of the barrel for 
Arkansas? 

Mr. Tuomas. Yes; that is right. In this we have had the official 
approval of the Arkansas State Bankers Association. They went on 
record in writing. We have the cooperation of the Governor. We 
had the full cooperation of the State chamber of commerce. We had 
the full coopel ration of the U hiversity of Arkansas. So we have the 
State back of what we are attempting to do. 

Now, this is the point that I would like to make to your committee 
for your consideration, This is a peculiar thing. The poorer the 
State, the more money we need for this job. States like Michigan, 
Pennsylvania, and New Jersey and Massachusetts have many kinds 
of lending corporations. They have your investment houses. While 
they are primarily set up for big business, they will take small issues 
and handle them, They are in constant contact with people locally. 

Senator Crark. I would like to register a slight dissent as far as 
Pennsylvania is concerned. 

Mr. Tuomas. I would like to make this one other point. I appreci- 
ate the Congress’ interest in this subject. 

Senator Busn. Before you leave that part, may I ask one more 
question ¢ 

Mr. Tuomas. Yes, sir. 

Senator Buss. So you have built up an equity that totals approxi- 
mately $3 million—$1 million of stock, of which $900,000 is preferred ; 
and $1 million supplied by the State or local people; and $1 million 
by the Federal Government. Now, is it your proposal that that bal- 
ance of contributions be maintained more or less intact in that ratio, 
and if conditions warrant then you would put up another $1 million 
worth of stock and be able to do the same thing ? 

Mr. Venner. I cannot conceive the same ratio if you increase your 
loans, because you only have $1 million of equity to begin with. 

Mr. Tuomas. We do not contemplate maintaining that ratio; we 
or any of the other development corporations, We must maintain 
a ratio of not greater than 10 to 1, and I believe your Government has 
recognized that ratio in many of your financial transactions. 

Senator Bus. In other words, on that $1 million of capital you 
could build up—— 

Mr. Tuomas. $10 million. 

Senator Busu. You could borrow $5 million locally and $5 million 
‘om the Federal Government ? 

Mr. Tuomas. That is right; and that would give us $11 million. 
Senator Busr. That would be the limit ? 

Mr. Tuomas. That would be the limit of the Federal Government. 
It would be the limit of bonds that we could issue to anybody, because 
by law it must retain a ratio of not greater than 10 to 1. 
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Senator Busu. Now, is it your thought that loans by this corpora- 
tion should be restricted to what we call small-business enterprises, 
as defined by the law? We have a sort of definition here. I do not 
know whether it is legal, but we use a definition here of a small business 
as one that employs less than 400 or 500. 

Senator Futsrient. It used to be 500. 

Senator Ciark. It is determined administratively in different ways. 

Senator Busn. Would this lending organization be restricted to 
companies that qualified under the small-business definition? 

Mr. Tuomas. The corporation is set up, as I think we have been 
advised by all people and in our own thinking, on an extremely broad 
basis, to do practically everything and anything that we think is good 
for the economy of the State. I do think from a national standpoint 
there would be nothing wrong with your setting up a 50-percent limit. 

Senator Busu. Then we probably can say that, in most cases, it ob- 
viously would be a company that would qualify, else they would not 
be in your lap, so to speak, but you would not necessarily restrict this? 

Mr. THomas. No; it ison a very broad basis. 

Senator Busu. Just by the fact of nature that most of those with 
money would go into the building of new enterprises from scratch. 

Mr. 'THomas. And if you had a desire for any kind of restrictions 
nationally, that would be not so arbitrary that they could not be usable. 
You could set it up on half of the loans, which would give you what- 
ever protection you desired in the operation of the corporation. 

Senator Busn. But it could be used to attract new enterprises to 
Arkansas ? 

Mr. Tomas. Yes. 

Senator Busu. Away from Pennsylvania or Connecticut ? 

Mr. THomas. Yes. 

Senator Ciark. 1 am sure they would never do that. 

Mr. Tomas. And likewise in the one in Pennsylvania they would 
have funds to attract industry from Arkansas. 

All of my thinking runs along this line. Let us not put one part 
of the country against another, but let us make the same thing avail- 
able to everybody. If they utilize it, fine; if they do not utilize it, all 
right. But anything that I envision is the possibility of Pennsylvania 
using it or ¢ ‘alifornia using it or Arkansas us ing it. 

Senator Crark. Even Connecticut ? 

Mr. Tuomas. Even Connecticut. 

Senator Busn. I will say this, Mr. Chairman. I think this is one 
of the most interesting suggestions that has been made in this whole 
connection. 

Senator Futsrienr. In connection, Mr. Chairman, with that last ex- 
change between the Senator from Connecticut and Mr. Thomas, it so 
happens that Mr. Thomas some time ago took the lead in the idea of 
developing locally owned businesses rather than attracting national 
branches, and so on. He made several speeches and presented this par- 
ticular matter all over the State. While we do not object to having 
vational branches, and so on, what he has emphasized is the creation 
and maintenance and growth of small locally owned businesses, and 
that is the beginning of this idea, really. 

Mr. Tuomas. Yes, Senator. I would like to clarify this. I am not 
in the position of trying to build my State by bringing in business, 
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I do not believe a sound economy of a State is built around the pay- 
rolls of corporations elsewhere. I have nothing against outside cor- 
porations. I think you need them in Arkansas just as you have them 
i Connecticut, just as Wisconsin h: as, and my etforts are directed to- 
ward taking our small businesses and supporting them and building 
them. 

Senator Busu. I think Mr. Thomas is very sound on that, and I as- 
sure him that the exchange was purely facetious. 

Mr. Tuomas. One more point that I do want to make. So many 
people have questioned the Congress taking up these subjects. It has 
been through national legislation that you rhave dev eloped your com- 
mercial banking system into a ver y acceptable system. It has been your 
Federal legislation that has developed your investment houses into a 
very satisfactory setup. So I see nothing but a constructive approach 
for the Congress to think in terms of guiding and leading to the answer 
of long-term loans to small business. Without your Federal legislation 
and without your development of commercial banking and investment 
houses, they would not be where they are today. So [ would ur ge you 
not to be reluctant to find the answer to this problem. I think there 
has been a wonderful job done in Federal legislation affecting the 
banking business and the investment houses. 

Senator Crark. Mr. Thomas, I wonder if you would be oe to 
develop just a little further two more points. First, how near is your 
show to being on the road? Secondly, what is the kind of Somn with 
respect to term and interest and repayment that you visualize? 

Mr. Tuomas. Weare shortly to have a luncheon with a hundred men, 
and each will contribute $1,000. We ime pretty well contacted all of 
them now. That will constitute the $100,000. We have contacted some 
of our larger businesses regarding the preferred stock, and we think 
there will be no great diffic ulty i in raising that. We are then immedi- 
ately going to m: ake a test case before the Supreme Court. We want 
to follow all the procedures, and it is our opinion it will be possibly 
fall before we will be ready to do business. 

Senator CLark. What is the test case; to test the constitutionality ? 

Mr. Tuomas. Yes; the State of Arkansas participating in it. 

Then we contemplate loans to the needs of small business in Arkansas 
that will bear an interest rate possibly of a minimum of 6 percent. It 
is fairly possible some will be 7 percent. Bankers in other areas might 
question that high rate of interest, but when these gentlemen will testify 
to you what money costs them, you will see that will be cheap money 
for expansion. 

Senator Crark. What is your usury statute in Arkansas? 

Mr. Tuomas. Ten percent. 

Those loans will possibly run from 10 to a maximum of 20 years. 

Senator Ciark. Will they be secured loans? 

Mr. Tuomas. They will be secured loans, which is not necessarily 
required by the articles of incorporation. For example, there are 
situations when second mortgages, if you know and understand the 
situation, can be a good security. This corporation will at times take 
a second mortgage. 

Senator Busn. I would not think you would necessarily have to have 
tangible securities. Contracts to do business would constitute a better 
security than a mortgage. 
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Mr. Tuomas. That is right. Actually, what I am headed toward in 
Arkansas is an accepted bank that de: us in long-term loans rather than 
short-term loans. 

Senator Crark. These would be amortized over the period of the 
loan ? 

Mr. THomas. Yes; and the amortization is almost a necessity for 
small business. 

Then these bonds that we would issue which we would ask the Gov- 
ernment and State of Arkansas or individuals to participate in would 
possibly be 20-year bonds, bearing interest at the lowest rate that we 
could get. I would say that the chances are that. those bonds would 
average 4 or 5 percent. Then we are left with a differential between 
4 or 5 percent and 6 or 7 percent, which in my opinion is adequate to 
run a corporation in the State of Arkansas for this purpose. 

Any other questions / 

Senator Ciark. Senator Fulbright ? 

Senator Futsricnt. We could develop it more, but the time is get- 
ting short. I wonder if you want to have Mr. Venner and Mr. Grace 
put in a little information about their specific experience, and then 
come back if we still have time. 

Mr. Tromas. I would like for you to hear their testimony. 

Senator CLark. Mr. Venner, do you want to start off ? 

Senator Busn. Mr. Chairman, I do have to excuse myself, but I 
want to say how very interesting I think this has been, and I con- 
gratulate Mr. Thomas. I do think this has been a very constructive 
suggestion, and I want to hear a lot more about it. 

Senator Furnricntr. As an investment banker, I thought it was 
especially appropriate that you come to this hearing because it is in 
your field and you are an expert on it. 

Senator Busn. You are very flattering. 

Mr. Tuomas. Sometime read yourself to sleep on my detailed state- 
ment on it. 

Senator Crark. Allright, Mr. Venner. 

Mr. Venner. Due to the shortage of time, I will just restrict myself 
to the financial end of it here. This was a letter that I wrote to John 
Peterson, Industrial Research Center, on a study that Mr. Thomas 
was making with regard to our business, and we went on to say: 

We never have seen a year yet when we had adequate capital to finance the 
normal sales demands of our product. I am enclosing herewith a pamphlet which 
I wrote, This Is the Aluminum Boat Business, which will clearly show you our 
financial problems in connection with a highly seasonable product. 

As to our local banks, I can only say that they have given me financial aid 
on an open credit way beyond what our balance sheet justified. This was due 
largely to their faith in this management. I cannot recall any one year where 
I could not have used more money than we were legitimately entitled to, plus 
that additional money based on faith which we secured locally. At the present 
moment our money requirements, based on a legitimate demand made upon us 
to deliver, exceeds $1 million of short-term money. This is equal to the legal 
limit of our three largest banks in Little Rock. Since we had started business 
with the First National Bank, in Little Rock, it was necessary for a larger 
bank in another community to take care of our needs in excess of the legal limit 
of the First National. 

Senator Crark. I wonder how small your small business is. Can 
you give usa little idea of your capitalization ? 

Mr. Venner. I would say this: I started in 1940 with a capital of 
$8,000. Our net worth now is over $1 million. However, about 
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$400,000 of that was recently acquired through the sale of common 
stock, 

Senator CLarkK. What ere your sales last year ? 

Mr. VENNER. $2.3 millicn. 

Senator Ctark. How many people do you employ / 

Mr. Venner. We employ over 200. 

Senator Ciark. Thank you very much. 

Mr. VENNER (reading) : 

I recall that when we first started this business, before we made aluminum 
boats, when our equity was small, and a good deal of hazard was involved in 
extending us credit, I secured a personal loan from an individual here in Little 
Rock with a 25 percent return to him on the amount loaned us for a period of 
1 year. 

I did that so that I would not have to put him on the equity side of 
it. 

From one of the banks we did business with before our connection with the 
First National Bank, we paid a premium interest on that amount of money in 
excess of what we were legitimately entitled to from a balance-sheet standpoint, 

Our growth was so rapid that the time came when we had to do something 
with our plant, for we found ourselves with different floor levels, buildings that 
we could not get a decent insurance rate on. We acquired a first mortgage on it. 
For a first mortgage bond, 6 percent was the going rate in Arkansas, which I 
think is too high. 

Senator CLark. So do some of us. 

Mr. Venner. Yes. [Continues reading: | 

But it is the penalty that a smali, growing concern has to pay on its way up. 
The bondholders are primarily secured by the plant and plant site plus a lease 
of its property to the Southwest Manufacturing Co. at a leasehold revenue suf- 
ficient to retire the bond issue. We did save in insurance rates from a published 
$1.89 per hundred to $0.07 per hundred. The insurance-rate saving alone almost 
pays the maturity of the bonds and interest each year. Unfortunately, there 
is no bank in Arkansas large enough to take care of our current money needs. 
A Chicago bank wants to take us on for size. This bank has no connection with 
any of the local banks, and they are free to do what they wish. However, I do 
not want to disassociate our company from any local bank and for good reason. 
Our local banks have seen us through to this point, and I don’t think that it’s 
“kosher” to walk off and leave them unless there should be clearly a good reason 
to do so. 

So, because of the unusual terms imposed upon the type of financing 
we have had to do, and that is in connection with debenture bonds that 
we sold and also our stock, we are paying 6 percent on debenture bonds 
and we paid 20 percent for our equity capital. 

Mr. Tuomas. I would like you gentlemen to take note of that. 

Senator Crark. I think, Mr. Venner, if it is agreeable to you, we 
would like to introduce your full statement into the record at the con- 
clusion of testimony, and I know the members of the committee will 
read it with great interest. 

Mr. Venner. Thank you. 

Senator Futsricut. What do you mean by 20 percent on your 
equity capital ? 

Mr. Venner. We had to pay a brokerage fee of $1.20 a share on $6 
per share. We netted $4.80. 

Mr. Tuomas. The market is so poor in Arkansas, Senator Fulbright, 
for equity capital that the investment houses, in order to take it on 
and sell it, just charge you that price. 

Mr. VENNER. There were no local investment houses that would take 
our common stock for sale, even though we had a very good record 
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of earnings. We have no setup of that sort in Little Rock or in the 
State of Arkansas, and we organized a little corporation for the dis- 
tinct purpose of selling this stock. And, to be a little facetious, I 
made the statement that we could not sell this thing in the normal 
way, the conservative way, and it almost took a man to stand on his 
head on the corner of Fifth and Main and make funny faces to sell 
the thing. 5 

Sentor Crark. Did you have to register it with SEC ? 

Mr. Venner. Yes, sir. Ultimately we went on the Midwest Stock 
Exchange. 

Senator CiarKk. Did you get your investment broker from Little 
Rock or did you have to go out of the State ? 

Mr. Venner. We had to go out of the State. He was an unusual 
character, and as soon as the thing was over we just dismissed him. 

Senator Crark. And you were able to hold on to 100 percent of 
the equity, I hope? 

Mr. Venner. Yes. We only got 80 percent of the money that was 
taken in. 

Senator Ciark. You did not lose control of the company ? 

Mr. Venner. Oh, yes; I did. 

Senator CLark. You did? 

Mr. Venner. Yes. I deliberately did that, for the reason that I 
knew that I could not sell this kind of stock and still hold absolute 
control. 

Senator CrarKk. Could I ask Mr. Thomas a question? Do you an- 
ticipate buying any stock in connection with the financing of small 
business, or will it be entirely loans ? 

Mr. Tuomas. It will be qualified and will consider equity stock. 

Senator Crark. And possibly preferred stocks, too? 

Mr. Tuomas. May I make this explanation? I think there are times 
when you are studying a corporate setup that is operating that may be 
a split of some increase in equity capital and some long-term loans, 
but it might be that this one corporation could handle both. 

We are going to undertake, or attempt to undertake, an educational 
program in Arkansas on the value of these small businesses, which will 
help create a better market. 

Senator Crank. Mr. Grace, will you give us the benefit of your 
thinking. 

(Mr. Venner’s prepared statement follows :) 


STATEMENT OF FRED VENNER, PRESIDENT, SOUTHWEST MANUFACTURING Co., LITTLE 
Rock, ARK. 


SOUTHWEST MANUFACTURING Co., 
Little Rock, Ark., March 1, 1957. 
Mr. JOHN PETERSON, 
Industrial Research Center, University of Arkansas, 
Little Rock, Ark. 

Dear Mr. Pererson: Complying with Mr. Herbert Thomas’ request that I 
give yon a case history of Southwest Manufacturing Co., I wish to give you our 
story in the following order: History of the company, growth problems, financing 
problems, the cost and unusual terms imposed upon the type of financing we have 
had to do, whether or not we now have adequate long-term financing, what our 
needs will be, and how we think it might be accomplished. 

As to the history of our company, I’m enclosing herewith a selling circular 
prepared by Hill, Crawford & Lanford when we offered some 20,600 shares of 
common stock in February 1956. 
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AS TO OUR GROWTH PROBLEMS 


This can be summarized by stating that we had to develop a good product 
which in its early phases was a trial and error sort of a thing guided by our deal- 
ers. Know-how had to be developed, employees trained, and supervisory person- 
nel developed from a small operation to our present one. When we reached a cer- 
tain size we then ran into union problems, the end product of which forced 
management to be highly efficient in order to be competitive at appreciably in- 
creased labor costs. Testing of our product had a great part in developing per- 
formance and durability. Designing had a great deal to do with eye appeal, while 
the kind of trim, such as extrusions, color combination, and most recently the in- 
troduction of plastic decks to our boats, finalized a solid demand and preference 
for our product. A good sales policy had to be developed and adhered to. We 
had to expose our product to the public through the use of national boat shows, 
where we would annually pick up additional dealers; moreover, this had to be 
backed up with national advertising to keep our brand name before the public 
and generate inquiries from the consumer to our dealers, as well as others. A 
vigorous publicity program, in addition to the above, had to run concurrently. 
By this I mean that editors of various publications were supplied with pictures 
and stories of our boats with the hope that they would use them in their columns. 
Outdoor writers were solicited very carefully. We have now reached the point 
where Arkansas Traveler boats are synonymous with the standard demanded 
by the public in outboard boats. 


OUR FINANCING PROBLEM 


We never have seen a year yet when we had adequate capital to finance the 
normal sales demands of our product. I’m enclosing herewith a pamphlet 
which I wrote, This Is the Aluminum Boat Business, which will clearly show 
you our financial problems in connection with a highly seasonable product. 

As to our local banks, I can only say that they have given me financial aid 
on an open credit, way beyond what our balance sheet justified. This was due 
largely to their faith in this Management. I cannot recall any one year where 
I could not have used more money than we were legitimately entitled to, plus 
that additional money, based on faith, which we secured locally. At the present 
moment our money requirements based on a legitimate demand made upon us 
to deliver, exceeds $1 million of short-term money. This is equal to the legal 
limit of our three largest banks in Little Rock. Since we had started business 
with the First National Bank, in Little Rock, it was necessary for a larger bank 
in another community to take care of our needs in excess of the legal limit 
of the First National. 

I recall that when we first started this business, before we made aluminum 
boats, when our equity was small, and a good deal of hazard was involved in 
extending us credit, I secured a personal loan from an individual here in Little 
Rock, with a 25 percent return to him on the amount loaned us for a period of 1 
year. From one of the banks we did business with before our connection with 
the First National Bank, we paid a premium interest on that amount of money 
in excess of what we were legitimately entitled to from a bhalance-sheet stand- 
point. 

Our growth was so rapid that the time came where we had to do something 
with our plant, for we found ourselves with different floor levels, buildings that 
we could not get a decent insurance rate on, and found ourselves crossing each 
other in production flow; therefore, the management decided to tear down the 
present buildings and erect one that would lend itself to straight production 
fiow. It was then necessary to divorce our real estate from our manufacturing 
operation for balance-sheet purposes, and we were able to secure a first mortgage 
bond issue of $175,000 to do the job that is now our present plant. For a first 
mortgage bond 6 percent interest was the going rate in Arkansas, which T think 
is too high. but it is the penalty that a small, growing concern has to pay on its 
way up. The bondholders are primarily secured by the plant and plant site 
plus a lease of its property to the Southwest Manufacturing Co. at a leasehold 
revenue sufficient to retire the bond issue, We did save in insurance rates from 
a published $1.89 per hundred to $0.07 per hundred. The insurance rate saving 
alone almost pays the maturity of the bonds and interest each vear. We had 
to put in a sprinkler system, of course, to get that. Unfortunately, there is no 
bank in Arkansas large enough to take care of our current money requirements. 
A Chicago bank wants to take us on for size. This bank has no connection 
with any of the local banks, and they are free to do what they wish; however, I 
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do not want to disassociate our company from any local bank, and for good 
reason. Our local banks have seen us through to this point and I don’t think 
that it’s “kosher” to walk off and leave them unless there should be clearly a good 
reason to do so. 


THE COST AND UNUSUAL TERMS IMPOSED UPON THE TYPE OF FINANCING WE HAVE 
HAD TO DO 


I’ve answered part of this in the paragraph immediately above but will dwell 
on my task in securing equity capital. Our bankers kept pointing out to me 
that we would have to put in more equity capital because our growth was fast 
running away from the accumulated profits after taxes. In other words, we 
were no longer in balance, and could readily understand our banker’s point 
of view, and as a result adhered to his advice. We first launched a $100,000 deben- 
ture 6 percent issue to finance the purchase of an assembly plant and to acquire 
additional working capital that would be needed in operating this plant. Again, 
this 6 percent I thought was high, but the amount was small compared to our 
equity position. I then made an attempt to sell stock through our local facil- 
ities: that is, brokers. A brochure was prepared and distributed. I have 
pointed out before, and I’m bringing it to your attention again, that Little Rock 
does not have any legitimate broker who is qualified or willing to sell securities 
in the equity capital category. When Hill, Crawford & Lanford tried to sell 
90,000 shares at $5, if my memory serves me right, they never did sell more than 
1,000 shares, and it took several weeks to do that. It was then that I made up 
my mind to set up a brokerage office of our own for the sole purpose of selling 
our common stock. This common stock had to be sold in an unusual manner far 
from the restraint used in selling bonds. This unusual manner of selling did 
produce some results, and was successful in selling, in a period of 6 months, 
close to 100,000 shares, which was 38,000 short of the goal. However, we stopped 
selling these shares because we could not successfully apply for a listing with 
the Midwest Stock Exchange with an open end; in other words, our shares 
outstanding had to come to a fixed amount. In order to sell these shares in 
Arkansas it cost us $1.20 a share, which again is a very high premium to secure 
that kind of capital on which earnings will have to be made. 

We were successfully listed on the Midwest Stock Exchange the first week 
of January of this year, and I estimate the cost of getting that job done to be 
about $12,000. 


WITETILER OR NOT WE NOW HAV! ADEQUATE LONG-TERM FINANCING 


We presently need to sell these 38,000 shares or its equivalent in bonds. Our 
directors have to make up their minds whether we want to go the bond route 
or the stock route. This will depend largely upon what it will cost to get either 
type of money, bearing ir mind, of course, bonds show on the balance sheet as 
a liability while equity stock does not. How much is it worth to show it as 
equity stock so that if we should hit a soft spot in our economy we will not be 
hamstrung with fixed obligations? At the present moment, I can’t tell you 
which route we will take, but we will definitely need a minimum of $200,000. 


WHAT OUR FINANCIAL NEEDS MIGHT BE AND WHAT WE THINK IT MIGHT ACCOMPLISH 


This additional $200,000 will fix our balance sheet in such a manner that our 
present source of short-term money will not extend themselves beyond what we 
are legitimately entitled to from a balance-sheet standpoint. As you may sur- 
mise, even this past and present season we have been out of balance between 
equity and short-term money. We do not plan any substantial addition to our 
plant investment for the 1958 season as we wish to level off at the moment and 
observe what our general economy will settle to. 

I hope the above report is sufficient for you to draw a conclusion or a good 
case study. 

Sincerely, 
Free J. VENNER, President. 

Senator Crark. Mr. Grace, do you have a prepared statement? 

Mr. Grace. Yes,sir; [havea prepared statement. 

Senator Crark. Mr. Grace’s prepared statement will be made a part 
of the record at the conclusion of his remarks. 
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Mr. Grace. My name is Preston W. Grace, and I am president of 
the White River Propane Gas Co., which was started in 1945 with a 
borrowed investment, on my part, of $3,000—incidentally, borrowed 
from a relative—and it has grown now to a net worth, or company that 
has a net worth, of approximately $1 million. Our sales for the first 
year in 1945 were approximately $46,000. Our sales for last year 
were over $2 million. R 

Senator CLtark. How many people do you employ ? 

Mr. Grace. Approximately 75 people. 

We have had the same difficulty that Mr. Venner has had in our 
business. The gas business has been a growth industry. The bankers, 
to start with, would not even grant us short-term credit because it 
was a new business, and they were not sure that it would succeed. Two 
years ago we reached the point that we had to raise some long-term 
financing. We were unable to interest an Arkansas broker in doing 
this, and had to go to New York to obtain a brokerage house to sell 
our securities. We sold stock and convertible debentures. It was more 
or less a package deal. I did not lose control of my company at that 
time. At the present time I still have 55 percent interest in it. 

Senator CLrarkK. What did it cost you, Mr. Grace ? 

Mr. Grace. Fifteen percent, plus the expenses. We raised $700,000, 
which netted us—I mean our issue was $700,000, and it netted us 
$575,000. It cost us $125,000. 

Senator CiarK. Was much of that sold back in Arkansas? 

Mr. Grace. None of it was sold in Arkansas. We have possibly 500 
stockholders. All of them, practically, are in the East. My experience 
has been along the same line as Mr. Venner’s. 

Senator CrarK. Senator Fulbright. 

Senator Futsricur. I know that you are going to put the entire 
statement in the record. 

Senator Ciark. Yes. 

Senator Futsricntr. Your experience is very similar, as a matter 
of fact, to Mr. Venner’s; is it not? 

Mr. Grace. That is right. 

(Mr. Grace’s prepared statement follows :) 


STATEMENT OF PRESTON W. GRACE, PRESIDENT, WHITE RIVER PROPANE GAS Co.,, 
BATESVILLE, ARK, 


Mr. Chairman, my name is Preston W. Grace, Batesville, Ark. I appear today 
as president of White River Propane Gas Co., Inc., which I organized in 1945 
with a capital investment of $3,000, borrowed from a relative who probably 
thought he would never recover the $3,000. I was sole owner of my business 
until 1955, at which time my company made a public stock offering. I believe that 
my experiences during the past 12 years as owner of a very small business have 
been more or less typical of other small-business concerns, particularly those en- 
gaged in the LP gas industry. 

The $3,000 invested by me in 1945 today represents a net worth of our company 
of approximately $1 million. Our total sales for the year 1945 were $46,000, 
and our total sales for 1956 were $2,225,000. 

In 1945 the LP gas industry was practically unknown; in fact, at that time 
there were no more than 5 or 6 families in my county using LP gas (also known 
as butane, propane, bottle gas, or tank gas). Today, approximately 75 percent 
of the rural families in Arkansas use LP gas for one purpose or more, and more 
uses are being developed at the present time. In 1945, I, like the majority of 
other LP gas dealers, was a young man with no money or previous business 
experience, except 7 years’ practice as a country lawyer. I gave up my law 
practice because I had faith in the future of the LP gas industry. I realized 
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it was a product that was needed by the people in the rural areas for cooking 
and home heating, since it gave the rural people all of the advantages of city 
gas at a price comparable to this fuel. It was difficult at that time to obtain 
equipment, appliances, or tanks, as very few manufacturers made this type of 
equipment. Trained personnel could not be obtained, and the dealers in this 
area learned the business by trial-and-error method. 

It was impossible during the first few years to obtain any type of financing 
from banks, even short-term credit. Many bankers were convinced that the 
industry would never succeed.. Prior to this time LP gas had been a necessary 
byproduct of refinery that burned most of the fuel because of no market facili- 
ties. We were fortunate during this period in being able to sell most of our 
products for cash, and the profit was plowed back into our business. After 
the first 3 or 4 years our bankers realized that the LP gas industry was becoming 
a major industry, and we were able to obtain limited short-term financing for 
the sale of our tanks and appliances. 

As the years went by it became apparent that LP gas, in addition to being the 
ideal fuel for cooking and home heating in rural areas and small towns, had 
also a wonderful potential for other uses, such as chicken brooders, lumber dry- 
ing, and as a motor fuel for farm tractors. I recall that in 1950 we prevailed on 
a few farmers to permit us to install, on a no-charge basis, propane carburetion 
equipment on their farm tractors on an experimental basis. The pioneering in 
the development of propane as a motor fuel for farm tractors was done by LP 
gas dealers such as ourselves. It proved to be successful, and today every 
tractor manufactured is available from the factory for use with LP gas. All 
of these additional uses called for more storage plants, delivery trucks, farm 
storage vessels, and other equipment, all of which was very costly. 

During this period our business expanded at a rapid rate, and we extended 
our credit as far as we could, taking no money out of the business except for 
living expenses. We were unable to obtain enough credit from normal banking 
channels with which to meet the demand of our customers. As a result of being 
unable to meet this demand, many of the large major oil compaines entered 
the retail phase of the LP gas business, and today practically all of the major oil 
companies are in the retail LP gas business, a field that might have been retained 
for small business if we could have been financed. The retail LP gas business was 
pioneered by small-business concerns, in many instances one-man operations. 
Much of the development of new uses for LP gas was developed by these small 
businesses. As a result, a product which had previously been wasted by the 
major oil companies today has a ready market for hundreds of uses. 

Four years ago we entered another phase of the LP gas industry through the 
assembling of truck delivery tanks for resale to other LP gas dealers who were 
entering the business. Our entrance into this phase of the business was made 
because we saw a definite need for this type of equipment. Hundreds of new 
dealers in other States were entering the retail LP gas business. They needed 
trucks; they needed assistance and know-how from other dealers such as our- 
selves. By this time we were in a position to finance, on a short-term basis, the 
sale of these trucks to new dealers. We have sold hundreds of these delivery 
trucks to new dealers, and this equipment, manufactured by our company, is 
now in use in practically every State and several foreign countries. 

Since that time we have expanded our manufacturing facilities to include the 
manufacture of storage vessels, which are also sold to other LP gas dealers. It 
is the common practice throughout the industry today for LP gas dealers to 
furnish, without charge, farm storage tanks to farmers who use LP gas as a 


‘tractor motor fuel. This practice is prevalent in order to be competitive with 


the large major oil companies who furnish storage vessels to farmers for com- 
petitive fuels. 

Most LP gas dealers amortize their investment in these loan tanks over a 
10- to 15-year period, which requires long-term financing. The major oil com- 
panies who have entered the retail LP gas business are in a position to obtain 
adequate financing for furnishing these tanks to their retail customers. Small 
dealers must do likewise or lose their business to the major oil companies. The 
small dealer then reaches the stage that he must obtain long-term financing 
in order to compete with the major oil company, or sell his business to one of 
the major companies. 

Sound financing is a “must” for any business. The equity capital for the 
average small business is generally contributed by the operators. Banks do not 
ordinarily supply risk or equity capital. Loans for that purpose need to ex- 
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tend over a long period of time, and for that reason a long-term loan should 
not be a part of the bank’s portfolio. 

In 1955, we reached the point in our business whereby we had to obtain 
long-term financing, merge or sell out to a larger oil company, or see the business 
which we had built dwindle to nothing. We approached our banker with this 
problem and, while our local bank had been most cooperative in extending us 
short-term credit, they advised us that they were not in a position to extend 
long-term financing, merge, or sell out to a larger oil company, or see the business 
Little Rock. The Little Rock investment house advised us that they could 
do nothing for us in obtaining long-term financing. We then approached a New 
York underwriting firm, who agreed to sell for our company, on a “best effort” 
basis, an issue of $400,000 6 percent convertible debentures, and 50,000 shares 
of common stock in our company. We were not in a position to dictate terms; 
therefore, we accepted the offer made us by the New York underwriter. We 
obtained SEC approval of our issue, and out of the $700,000 issue made by our 
company we receive approximately $575,000, after deducting underwriter’s 
commissions of 15 percent, attorneys’ fees, and expenses of the SEC registra- 
tion. We might add at this point that it is very difficult to obtain long-term 
financing through the sale of debentures and stock without going to Wall Street 
for the underwriting. Since our 1955 stock issue was made, we have continued 
to show a profit and have paid regular quarterly dividends on the basis of 44 
cents year per share. Our stock was sold at $6 per share. 

I have previously read the testimony of Mr. Herbert L. Thomas given here 
today. I agree with his concern regarding the future of small business. I am 
not opposed to big business just because it is “big.” My fear is that small busi- 
ness will vanish from our American way of life for the lack of adequate long- 
term financing and by being taxed at the same rate as big businesss. If this 
happens, we will see monopolies created by big business that will ruin our coun- 
try. We would like to impress upon you at this time the need for thought as 
to the taxes that are being paid by small-business men in American today. With- 
out the revenue being paid into our Federal Government by small business to pay 
the stupendous expense of operating our Nation, a great deficit would ensue. 
We recognize that so-called big business enjoys many advantages with tax write- 
offs of various kinds. We are not asking for any kind of subsidies; rather, we 
are asking that we be placed in a position that we may have a source of securing 
needed capital on a long-range basis to allow us to survive the storms that come 
to every business sometime or another. Mergers have already eliminated many 
small-business concerns. 

In speaking of monopolies, let me give you an example that I personally know 
about. You are all familiar with the Fair Trade Act. Several years ago our 
company sold at retail Prestone antifreeze, manufactured by Union Carbide & 
Carbon Co. Prestone and Zerex, manufactured by Du Pont, account for the 
greater portion of antifreeze sales, and the fair-trade price of both products was 
$3.75 per gallon. We sold Prestone for $2.95 per gallon, and had signed no agree- 
ment, at the time we purchased Prestone, to abide by the fair-trade price. 

Union Carbide & Carbon Co, filed suit against our company in Federal court, 
asking for an injunction against us. We carried the case through the Supreme 
Court, and the Fair Trade Act was declared unconstitutional in Arkansas. Dur- 
ing the trial of the case, our attorney was approached by the attorney for Union 
Carbide & Carbon Co., advising that the price of Prestone would be reduced to 
$2.75 per gallon, if we would drop our fight against the Fair Trade Act. We re- 
fused, and the fair-trade price was reduced during the trial from $3.75 to $2.75 
per gallon, where it remained until the trial was over. After the trial it was 
raised to $2.95, its present price. This is what we call big-business monopoly. 
We wonder how long the price would have remained at $3.75 per gallon, if some- 
one had not called their hand. 

We find this same situation today with regard to many items manufactured 
by only 1 or 2 large companies who are able to maintain a high price for their 
product because of lack of competition from small business. In many instances, 
small business develops a competitive product, and if the sale of the product 
reaches the point where it is affecting the sales of big business, the smaller com- 
pany is either bought out, merged into the large company, or forced into bank- 
ruptey by cutthroat pricing. s 

I was interested in certain statements made recently by the chairman of 
the board of one of the large steel companies. He effectively developed the 
thesis that the great enterprises (or big business) of America are the result— 
simply and solely—of the great expectations of the American people. He pre 
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sented his ideas clearly and concisely and in a manner befitting the head of one 
of the Nation’s great companies. However, midway in his speech he com- 
mented on the relationship between big business and small business in a way 
that makes small business definitely a junior partner in the field of fundamental 
and applied science. He stated : “Small business, as a whole, has neither the man- 
power nor the money to support the broader programs of basic research in the 
fields of fundamental and applied science. Its limited resources must be devoted 
in the main to the manufacture and sale of its products.” 

While it is true that the research and development staffs of such giant corpora- 
tions as United States Steel, Du Pont, Union Carbide & Carbon Co., and General 
Electric have contributed mightily to the advancement of basic research in 
fundamental and applied science, it is equally valid that small business has 
played—and will continue to play, if properly financed—an equally vital role in 
advancing science. Small business has developed the magnesium sphere, which 
will house the earth satellite to be rocketed into outer space in 1958; the land 
camera ; many of the electronic devices in use today; and many of the processes 
for high-temperature alloys. Small business has done so much with so little. 
They are so vital to the future of our country and our economy that they 
should be assisted in their many problems, particularly long-term financing. 

I am here today because I want to do what I can to further the interests of 
small business in whatever way I can, so that you gentlemen may know what 
we of this segment of business are thinking. I have left my little business to 
journey to the Capital so that you may be more impressed with the prime need 
that faces our group if we are to survive in our present-day crisis for a livelihood. 

One important thing that we think this committee should consider is that 
people of the small-business world are not allowed to plow profits back into their 
business on account of our present-day tax structure, Big business, as we know 
it today, has become big because their profits were used at a time when corporate 
taxes were low. 

If we do not give small business and our young men of the future incentive and 
desire to create things of their own, we will see our country controlled by big 
business in the future. 

I appreciate the opportunity of appearing before your comunittee. 

Mr. Tuomas. Senator, we have that same situation throughout the 
State. It is true these are two unusually successful men. 

Senator Futitaricur. They are a little more successful than most of 
them. 

Mr. Tromas. On the other hand, the problem is not unique in Ar 
kansas. 

Senator CLARK. The problem IS natlonw ide. We he ave lt,to a le SS8el 
extent perhaps, in Pennsylvania. You just cannot get equity capital 
for small business any where in the Unite a States. 

Senator Futsricur. If I could come back a moment to develop 
one other point. I think it is fairly clear, but your suggestion is that, 
while you are sympathetic to the bill S. 2160, you feel that that may 
be a long time in deve loping. oe that it requires a rather major change 
or creation of a new activity in an area which, although eventually may 
be acce pti able, at the present tie it looks r ere remote: and you are 
not against that, but you simply do not think 1 ; feasible. There- 
fore, you turn to the SBA and ask merely for the authorization to 
this existing agency to purchase on the conditions that you have sug 
gested and | others to purchase, bonds in these development corpora 
tions. Is that correct ? 

Mr. Tuomas. Yes; that is. 

Senator Futericur. So that, asa matter of fact, if the Congress saw 
fit to do it, it is a very simple operation / 

Mr. Tuomas. Yes. 

Senator Futsricut. It is merely a giving of administrative authority 
to an existing agency. 
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Mr. Venner. Senator Fulbright, does it not do th: at in effect, put the 
responsibility of these loans at the local level and give ample security 
to the SBA? S 

Senator Fu.srienr, I think it is a much more simple concept than 
the one we have been toying with. 

Senator Crark. There will be those who say we are re-creating the 
RFC under another name. That would not bother me, but it bother 
Mr. Maxwell. 

Senator Fu.srient. I thought the RFC played a very beneficial role 
during some twenty -odd years. However, it is not that ‘simple, because 
if this succeeds it is creating a substitute for the SBA and the RFC 
at a local level. 

Mr. Tuomas. That is right; at the local level. 

Senator Futsricnr. If it succeeds as Mr. Thomas visualizes, we will 
have 48 local RFC’s in local hands, locally run, and with the responsi- 
bility there, and all the Government has done is to get it started. 

Mr. Tuomas. That is right. 

Senator Futsrienr. It reminds me more of the production-credit 
associations, where the Federal Government gets them going, and then 
they gradually are taken over by local people. Is that not so? 

Mr. Tuomas. That is correct. 

Senator Futsricnt. Let us look ahead and assume it is successful. 
Eventually you would generate sufficient local capital and there would 
be no need of Government participation. 

Mr. Tuomas. That is correct. 

Senator Funpsriecut. If everything goes well and it is successful, 
there would come a time where this Government capital would not be 
required and there would be no more need for it in this field. 

Mr. Tuomas. That is correct; and as it succeeds the Government’s 
investment in it becomes less and less, percentagewise. 

Senator:CuiarK. I do not disagree with his concept; in fact, I find it 
very stimulating. But under S. 2160 there would not be any ’ Govern- 
ment investment at all. It would be all private money. 

Senator Futsricut. Eventually. 

Senator Ciark. No; in the very beginning. 

Senator Fursricnt. I thought the Federal Reserve was to be in it. 

Senator Ciark. They are privately owned. 

Senator Futerieut. To a degree; but the Federal Reserve a this 
very fine capacity of printing money whenever they need it, which 
gives them an advantage over other people, and I am not sure a what 
that might also raise questions. 

Senator Ciark. Our friends the budget balancers will say we are 
inflating by this method. 

Senator Futsricnt. I do not think to the same degree. 

Mr. Toomas. Would you keep in mind the consideration that, with 
the Federal Reserve owning the $5 million in stock, they would 
naturally be a controlling factor in management; would they not? 
That would not constitute as much of local management. 

Senator Ciark. Also, you are going to have to drag the Federal 
Reserve unwillingly to this water. 

Mr. Tuomas. These unwilling marriages do not often work. 

Senator Fursricut. Mr. Thomas has some very interesting ideas 
about technical development, development of technical assistance to 
small business, if this particular aspect is exhausted, and if he does not 
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care to pursue it any more, perhaps the next 10 minutes, if the chair- 
man is willing to sit until 12: 30, could be used profitably with that idea. 

Senator Cr ARK. Go right ahead. I am sorry that I am going to 
have to leave in 5 minutes, but Senator Fulbright says he will stay. 

Mr. Tuomas. I will speak rapidly. In our study of small businesses 
throughout, we recognized a tremendous lack of tec hnical know-how. 

Most small businesses are started by a man who is good in 1 field, 
and almost 1 field alone. Either he is a topflight s salesman or a good 
financial man or production man, but he is not all of those. He starts 
out with employing the lowest priced labor possible, utilizes his family, 
and when he gets up to the point to expand he simply lacks enough tech- 
nical know-how. So Iam of the opinion that your technical know-how 
feature of your bill that you are considering has tremendous value. 
The method that I would apply to the procedure that I am talking 
about would be that if you had interest-bearing bonds, for example, 
if they averaged 4 percent, you have got that about 1- -percent higher 
than your normal best Government bonds. 

Senator Crark. Not necessarily anymore. 

Mr. Txromas. They are getting away from that, but if the SBA 
or whatever Government agency handled it could use $50,000 a year 
for each State to pass on to its university research staff, to be directly 
related to its work with this finance corporation on a matching basis; 
that is, require the university or the State to likewise put in $50,006 

Senator Crark. You are not concerned about Federal aid to edu- 
cation ? 

Mr. Tuomas. No. My philosophy in life is, let’s get the job done 
the best way we know how. 

Senator CLark. That is mine, too. 

Mr. Tomas. Of course, for big business they have all the technical 
aids. Our farmers have gotten technical aid. Your small-business 

man has had practically no source of technical aid. He is not even edu- 

cated to buy the local bit of technical aid that he could buy. So if 
we are going to have a lending agency, I would like to see the Govern- 
ment invest some of this interest they are going to earn from this 
corporation back into assistance in technical aid. 

Senator Crark. The SBA will tell you they furnish technical aid. 

Mr. THomas. Well, I have great appreciation for the Government 
research and technical aid, but you just simply do not have the source 
for using it and applying it w hen and where it is needed, at the par- 
ticular moment it is needed. I have no criticism of Government re- 
search. I think you have a wonderful library of technical aid, and so 
forth and soon. I would like to have somebody closely and practically 
associated with this financial corporation, so that when a small-busi- 
ness man comes in and wants a $50,000 loan, and when we look down 
at it and see here in a factor that just simply is not right in the 
business 

Senator CLark. You want that technical aid educated in Arkansas 
tomeet Arkansas’ problems. 

Mr. Tuomas. That is right; at the exact moment that it is needed, 
and when he applies for that loan and he is turned down and turned 
down because he has not solved certain production problems, if a man 
of technical knowledge could go out there and get with him and work 
it out and show him it would be to his benefit, I think therein you make 
your loan safer. You are educating this man you think so much of 
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setting up a financial corporation to serve, and I think the cost of it 
would be very little. 

Senator Crark. You think that technical aid could spring from 
your university ¢ 

Mr. Tuomas. I think that you need it independent from the financial 
structure. That would constitute an independent one, and yet one that 
is intensely interested in the economic development of the area. I 
would require that the financial institution file reports with the Gov- 
ernment on it, as well as the university. In that way you have it both 
from a theoretical standpoint and from a practical standpoint. That 
would be my conception of your approach to your techni cal aid as re- 
lated to your finance ial institutions. 

Senator Crark. Mr. Chairman, I am sorry I have to go. 

Senator Fuuericur. I think we are approaching the conclusion of 
the hearing. 

Senator Crark. Thank you very much. It was a great pleasure to 
hear the testimony. 

Senator Fursrientr. Mr. Thomas, as you visualize the provision 
for technical aid, it would be a part of the authorization, we will say, 
to the SBA to participate in this activity / 

Mr. Tuomas. Yes; I think so. I think you would have advantages 
in tieing it in with the participation of the Government in these finan- 
cial corporations. 

Mr. Venner. Senator, to help him a little bit on the manufacturing 
end of it, as you increase your work force the first thing you run into 
is unions, and when you have that their demands can very well ru 
your present operation out of business or out of competition, unless 
you can get technical aid to somehow reduce the man-hours per unit 
that you produce. That was our problem. We had to go out, and 
did, hire at a substantial figure a technical man who was specially 
trained in incentive systems. We were able to use a base rate which 
is compar atively low, yet our average wage per hour is substantially 
high. The cost is no higher per unit in that instance, but the demand 
has been met from a union standpoint. On the other hand, you need 
mechanical engineers to tell this particular business: “Well, this is the 
kind of machine or equipment that you need in the manufacture of this 
product.” And then vou can go on to other specialists. 

Mr. Tuomas. If it is related to the actual relationship between the 
financial structure and the business, there is more incentive for the 
business to act upon it. If you take the technical aid that you have at 
Washington—and I have respect for it—there is nothing ae pres- 
sure, there is nothing putting necessity for immediate action upon the 
small-business man to use it. and it just grows dusty on the shelf. 
But if you apply it to the man who desires to expand and borrow 
money—— 

Senator Futsrienr. Timing is important. 

Mr. Tromas. That is right; the timing and the application to a 
specific want of a small-business man. 

Senator Futsrieutr. They do not go out and seek just improvement 
assuch. They do it in connection witha particular problem. 

Mr. THomas. That is right. You do not go out and have round- 
table discussions, which have value, and I am not critical of it, but it 
is not the educational program that the small-business man needs. He 
needs it specifically and at a time and on a subject that is effective. 
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Senator Fursrienr. I think there is a great deal of merit in that, 
and I think the idea of using the existing organization, the SBA, for 
this purpose appe: als to me very much. I think you could see that the 
Senator from Connecticut and others who were here think it has a 
great deal of appeal because of its simplicity. 

I wonder if there is any other aspect of it that ought to be developed 
before we conclude the hearing, for the record, because this will be 
considered by the subcommittee and the full committee. Can you 
think of anything else you should contribute now before we conclude? 

Mr. Tuomas. I only think, in reading the testimony of yesterday 
of Mr. McCabe, formerly with the Federal Reserve, he made the point 
that he favored something to solve this problem. He said it ought to be 
on somewhat of an experimental basis rather than going into it in a 
big way to start with. To me, what I am talking about constitutes 
the most experimental way to go into it. In the first place, we are 
not going to have all your States develop overnight into this. It will 
be a gradual process. It will be a few working it out for trial-and- 
error accomplishments, and later legislation could consider what could 
develop from it. So this comes nearer, in my opinion, to being a pro- 
cedure that could be classed as an experiment in the development of 
the program for small business. 

Senator Futpricur. You suggested earlier that you thought $5 mil- 
lion would be a proper limit in the initial stages. As a matter of 
fact, it would be several years before you would be up to the point 
where you would “aga $5 million. 

Mr. Tuomas. No; I do not think so. I think that our State has a 
far greater need than our bankers realize. I think that on my desk 
in Little Rock I have at least $2 million that could be utilized im- 
mediately. 

Senator FutprienHtr. You mean applications for loans? 

Mr. THomas. Yes. As the small businesses in the State have learned 
of my interest in the subject, so many of them have come to me or writ- 
ten me, and also we are carrying on this research project in which we 
are making case studies of small business in Arkansas. Therefore, I 
can visualize $5 million or $10 million might be utilized in Arkansas 
ina very short time. 

Mr. Venner. To amplify this thing, and in conclusion, one of the 
basic things that is treacherous to sm: all business, for instance, is the 
purchase of the basic materials that go into an end product, and I 
think that is a matter that our friend from Maine, Mr. Maxwell, will 
appreciate, because he comes from an industrial State as such. These 
basic materials, like metals—and there are several kinds of metals— 
are produced largely from huge investments, where the matter of com- 
petition is more or iess eliminated. I call them semimonopolies, when 
itcomes to applying a price. There is nothing that we can do about it. 
Now, it is relatively easy in small business to start competition to me 
or to my friend here or anyone else, but there is little we can do about 
the price of the raw material. Therefore, the technical know-how is 
a must, and we do not have the research laboratories that these huge 
organizations have at their own use. Therefore, I agree with Mr. 
Thomas that, in connection with this, if there is effective technical 
assistance afforded to the small-business man he is in a better position 
then to hold himself and make that loan a secure loan. Where Dun & 
Bradstreet might say it is bad management, in effect it is not. 
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Senator Futsricur. You said a moment ago that you thought the 
technical assistance should be an operation separate from the lending 
organization. Am I clear about that? 

Mr. Tuomas. No; I do not think so. I am thinking in terms of a 

close relationship of the two. I think there is value in havi ing the dis- 
interested specialist, but I do expect a tieup in that the accomplish- 
ment of this staff of the university is responsible to the financial in- 
stitution and to the Government that puts its money into it for its 
accomplishment. So I don’t know how you would term it, whether you 
would say it was independent, but I v isualize a close relationship and 
a responsibility, but I can visualize it being better directed by the uni- 
versity research staff than by the finance corporation. 

Senator Fursricur. Do you believe that presently there exists in 
the staff of the university people competent to give this technical aid? 

Mr. Tuomas. No; I think we have to acquire it. 

Senator Futsrientr. That would have to be acquired ? 

Mr. THomas. Yes. 

Senator Futnricut. Would it be acquired by the university or by 
the development corporation ? 

Mr. Tuomas. I think I would insist, if I were the Government put- 
ting money into it, that it be a joint product of the university and the 
finance corporation. I fear one that is wholly independent, and I fear 
one that belongs wholly to the banking institution. If you start send- 
ing out from the bank a technical man, then your bank becomes critical 
of anything that is not done. Your university is looked upon as an 
educational institution, and we have been using the staff, even though 
I do not think they have competent men in these particular prac tical 
fields. We have been utilizing it recently as an experiment. We have 
had to go into some of these small businesses and make analyses and 
make suggestions and recommendations, and we found them to appre- 
ciate it greatly. 

Senator Fursriciutr. C ae back to the thought I was developing 
a moment ago, would it be fair to say that for the immediate future 
your approach is the simpler and the easier to put into effect, assuming 
that we can persuade the Congress to approve it, and that when the 
time for additional equity and substantial enlargement arrives would 
be the time when possibly the idea of S. 2160 could be applied? Would 
that be a fair way to look at it? 

Mr. Tuomas. I think so. 

Senator Futsricur. And your experience under the procedure you 
recommend would be the trial-and-error period, which would be the 
proof of the idea? 

Mr. Tuomas. Yes. 

Senator Futsrienr. If for any reason it did not work, there would 
be an entirely new approach, but if it does work it would prove itself 
during that period; is that right ? 

Mr. Tuomas. I think that isa reasonable assumption. 

Senator Futsrient. One last thing about this technical aid. I do 
not know quite how that would be dealt with in legislation, other than 
giving rather broad authority for it to be brought into the picture, 
and you would have to work that out in each case, I suppose. You 
would have to have an alternative to it where that is not feasible. 

Mr. Tuomas. Yes, sir. 
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Senator Futsricur. You might give a little further thought to 
how that could be worked out. Iam a little bit vague about it. I can 
see the need for it, but the mechanics of it are vague at this stage. 

Mr. Tuomas. The mechanics of it would bother me if it were given 
exclusively to the university or land-grant college, or whatever term 
jou want to use. Then it would bother me, because I think there is a 
lack of timing and the practical element of it. If you gave it wholly 
to the bank and the financial institution, I think there comes the matter 
of the lending organization using pressure in dealing with its clients, 
and so forth. I am trying to think of a technique that would require 
the approval of both, but executed by the university staff. 

(Mr. Thomas’ prepared statement follows:) ; 


STATEMENT OF HERBERT L. THOMAS, LirrLe Rock, ARK. 


Mr. Chairman, as the president of a small life-insurance company that I or- 
ganized myself 32 years ago, as a director of one small Arkansas bank, and as 
the principal owner and chairman of the board of another small Arkansas bank, 
I have been closely associated with the hopes, ambitions, and problems of the 
small-business men of my area. It is from this vantage point that I have come to 
the observations and conclusions which it is now my privilege to present to you. 

I come to you not as a specialist, for I have neither head nor portfolio full 
of facts and figures. Instead, I come to you to speak in generalities as a small- 
business man from a State in which there is hardly a single home-owned big- 
business enterprise. The entire economy of my State is made up of small home- 
owned industries, payrolls of outside industry, and agriculture. We do have a 
few lumber industries which can be classed as medium sized. 

While I shall testify in generalities, I have brought to your committee 2 Ar- 
kansas men who head 2 of our small industries. These men will give you specific 
testimony as to the growth of their industries, the financial problems created 
by their growth, and the problems in financing such growth. 

Before I proceed further in my remarks, permit me to define the type of small 
business which I have in mind. Figures showing the number of small-business 
enterprises in the United States, and the volume of business they do, must have 
careful analysis lest they be misleading. 

A trend which has developed rapidly in the past several years is for small 
businesses to become subcontractors for large corporations. A small business 
will enter into an agreement to manufacture a product for a large corporation 
The small business is assured of a customer (probably its only one) and the 
large business is assured of a steady supply of the product which it needs. Be- 
cause of this interdependence, the small business is generally able to develop 
its borrowing power through its connection with big business. 

I have no criticism of this procedure. In fact, it is helpful both to the small- 
business concern and to the large corporation, as well as to the labor area in- 
volved, but in a sense the small business actually becomes a part of big business. 
So long as the relationship continues, the small business loses its independence 
of action, the challenge to create finer products for an expanding market. It 
can never hope to grow larger than the demands of the big business associate 
dictate. 

It cannot, therefore, hold the potential value to our economy which may be 
found in a wholly independent business operation which handles its own financ- 
ing, is constantly seeking to produce a better product, and is always working 
to widen its market opportunities. 

These latter independent enterprises are what I have in mind when I speak 
of small businesses. 

I have been a small-business man for 35 years. My business is growing 
slowly, but steadily. I seek no Government help for myself or for my business. 
But I do come to you with a strong conviction that the small businesses of 
America need greater opportunities than they now have, and I do have some 
knowledge concerning their opportunities and some definite ideas as to possible 
sources of help in the solution of their problems. 

Featured articles from the research staffs of some of our national magazines, 
scholarly articles by economists, editorials in our newspapers, excerpts from 
legislation proposed by you men on this committee—yes: even the statements by 
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candidates for the Presidency of the United States—have said in combined form 
everything that I could possibly say as evidence that small business in America 
is essential, that it has problems exceedingly difficult of solution, and that it 
does not have the opportunities that it should have. So, what I say to you is not 
a startling new thought. It is primarily a summation of what has already 
been ‘said. ; 

I have never talked to the head of a big business who did not evidence a con- 
viction that we need to preserve the opportunities of small business as a funda- 
mental part of our overall economy. I have never talked to a big business execu- 
tive, or a small one, who did not feel that our present tax structure has made it 
exceedingly difficult for a small business to grow, to do the research that is 
necessary for growth, to secure new and modern machinery, and to keep abreast 
of competition in marketing and distribution. 

Since we have had our high tax structure, I have watched small-business men 
direct profitable enterprises for awhile and then become confused and bewildered 
when need came for expansion. Let us examine the typical pattern: 

The small-business man develops a good and marketable product, and he finds 
a market for it. His local bank gives him adequate short-term financing. By 
utilizing the labor and know-how of the whole family, by giving some stock or 
partnership interest to an employee or two, by expending nothing on research 
for future improvements, by employing low-cost labor, he makes progress. But, 
when he comes to the time for expansion, when he needs to divide up the respon- 
sibilities of management, to get a good production man, to take on more employees, 
to give his product a trade name with a program of advertising—all of which 
is essential for growth—he runs into difficulty. The prospective production 
man says he can’t cut costs without modern machinery. And in truth, he can’t 
meet competition without modern machinery. The foreman says that he can’t 
increase the number of employees substantially without meeting competitive 
prices for labor, including not only higher wages but more fringe benefits for 
the employees. 

Up to this, the businessman’s commercial banker has done an excellent job 
of supporting him with short-term loans. He has confidence in the man’s in- 
tegrity and ability, but by the very nature of commercial banking, by being the 
custodian of demand funds, the banker is reluctant to go beyond short-term loans, 

The small-business man who desires to expand, and who has cooperation from 
his commercial banker, can arrange to meet a larger payroll, carry a larger 
inventory, and support increased overhead expense. Anticipating that these 
expansions will bring in more profits, which in turn will help to meet these 
increased expenses, he is encouraged to act. 

However, he cannot see how he can afford to invest in new machinery or a 
new building, or engage in any long-time research, on short-term loans. Not 
even if his commercial banker says: “Go ahead; I’ll go along with you up to 
our limit.” The commercial banker's limit is not a fixed point, for his limit 
today may exceed his limit tomorrow. If deposits drop off, if loans increase, 
there is nothing’ for him to do but pick out a group of overextended small busi- 
nesses or individuals and say: “We've got to tighten up: we must start reduc- 
ing your loan.” That experience is stamped in the memory of practically every 
small-business man. Nobody is to blame. It is the necessary part of our present 
limited banking and financing system. 

What is the history and experience of big business in regard to long-term 
loans, as contrasted with that of small business? What is the experience and 
history of agriculture with long-term loans? 

tig business was developed originally, in most cases, by individual men of 
wealth and daring, who bought into and expanded these business enterprises. 
Most of our present-day big business organizations were developed before the 
days of high taxes. Later, big business cooperated in the establishment of in- 
vestment houses, which were set up to handle long-term issues of indebtedness 
so that big business could have a part of its obligations on a long-term schedule. 
This gives them an opportunity to expand, to do research, and to buy modern 
machinery with the knowledge and good feeling that one tight-money market will 
not create a pressure on all of their obligations. ; 

Next came the investment funds of the life-insurance companies. They prefer 
long-term loans to short-term loans. This source of financing has been a “natural” 
for big business and homeowners, but not for small business. 

The problems in agriculture were acknowledged, and there are now many 
sources from which the farmer, or farm group, can secure long-term loans. As 
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an illustration: If one wished to go into the independent telephone business by 
purchasing and operating a small-town or rural telephone exchange, it is possible 
for him to negotiate a purchase, prepare a certified statement of cost of moderni- 
zation, apply to the local REA, and borrow up to 85 or 90 percent of the amount 
necessary both to buy and modernize the system which he proposes to purchase. 
I have no criticism of this. I am not passing judgment upon its merits or de- 
merits. I am merely saying that even a fringe business connected with agrieul- 
ture does have sources of long-term credit. 

Small business poses problems that are not and cannot be met by commercial 
panks, by ordinary investment houses, or by Government help. 

So many fail to take seriously the squeeze that is put on small business in 
a money-tight market. They say, more or less, that the squeeze is on every 
body, so why shouldn’t it be on small business, too? 

When 2 people, 2 corporations, or 2 animals are receiving their subsistence 
from the same source, it is only natural that the stronger is going to crowd 
the weaker out, unless the weaker receives some advantage apart from size and 
strength. 

As I have previously stated, commercial banks have gone their limit with 
small business. Many, many times they have put the emphasis upon their faith 
in the owner of the small business rather than on the financial statement. Actu- 
ally, what they have done is to attempt with commercial banking to take care 
of both the short-term and long-term needs of the small business with a short- 
term loan. If no unusual situation arises, if nothing goes wrong, it works our 
fairly well except for the fact that the small-business man is operating with an 
uneasy mind. 

If the tight market comes, he is told to start liquidating. The big business, 
in the meantime, has part of its obligation on a long-term basis, and part on 
short-term basis. Nobody is in a position to call its loan as a whole, so if is 
squeezed only on its temporary needs. 

My recommendation is that the small-business man be given the same break 
Put part of his obligation in a long-term loan so that it will not be callable by 
anyone. Then the commercial bank will continue to be in a position to regulate 
short-term credit on both big business and small business, while both will enjoys 
the benefits of long-term credit. 

I frankly admit what most financial men know: That, generally speaking. 
small business is a greater financial risk than is big business. The lender must 
have a fuller knowledge of the personal element for-a small-business loan than 
for a big-business loan. Small business does not have the answers to changing 
problems that big business has. There are and wil! continue to be more failures, 
comparatively speaking, in the ranks of small business than in the ranks of big 
business. 

You may well ask then: “Why worry about them if we are to accept the 
fact that they are and will continue to be a weaker lot 7” 

I think it is universally agreed that smail business is a basic element oft 
American progress and that big business could become too powerful if it were 
not for the little business enterprises which are growing big to furnish competi 
tion and all of the good byproducts of competition. We must, therefore, blue 
print the problems of small business, find solutions to its problems, and give it 
better opportunities, or accept the inevitable consequences of an economy which 
will flow, Sooner or later, from a few giants of business. 

If the latter course were to be our choice, then the only small businesses that 
could survive would be those having subcontracts or coalition with big business, 
thereby leaving us with no purely independent small-business activity as a part 
of our economy. 

The spirit of America is sparked, to a great degree, by the hope of young 
men to create something of their own. The safety of our economy is strengthened 
by the knowledge that if the giants become power conscious, become heedless of 
public service, then there is a growing young business Coming along to be mind 
ful of the true principles of growth and service. 

There are those who feel the answer to small business is a tax reduction. I can 
easily agree that a tax reduction would help. I see nothing wrong with the 
principle that the first moneys earned should bear a lower tax burden than do 
the higher net profits; but since our large industries are already so highly taxed. 
I am doubtful that there can be or will be a large tax reduction for small busi 
ness—certainly not one large enough to let small business grow and expand unless 
long-term credit is also available. 
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I have heard favorable talk of quick writeoffs of improvements for small 
business. That, too, would help. To date, practically all of that kind of help 
has been to big business. This, likewise, is not stated as a criticism or com- 
plaint. The circumstances after the war were such that it was a natural result, 
but little business did not get in on it. 

I have read with great interest the proposed legislation to declare certain 
areas as “disaster areas” and thereby make possible some unusual or extraor- 
dinary assistance to small business. 

Undoubtedly, there are times when the Federal Government needs to recognize 
that some specific area is in a tragic plight, through no lack of foresight or self- 
reliance, and deserves help beyond that offered by strict business rules and prin- 
ciples; but in my opinion this procedure should be reserved for political judg- 
ment and political action in bona fide disaster, or near-disaster, circumstances, 
I am not here to discuss disaster areas or disaster legislation. I plead that you 
separate your thinking of disaster cases from the large-in-number, important-in- 
structure, healthy, hopeful, small businesses of America. They seek no subsidy, 
and they will go to the limit of their strength to pay their own way and to retain 
their independence and self-reliance. They seek only better opportunities which 
are now available to other facets of our economy but not to them. 

It is my observation that the American people, with the help of the United 
States Congress, have done a magnificent job by our commercial short-term bank- 
ing corporations which operate under the Federal Reserve System, are insured 
by the FDIC, and are audited by and under the guidance of the Comptroller of 
the Currency. 

It is my observations that wealthy individuals and big business, guided by the 
Securities and Exchange Commission, have developed able and dependable in- 
vestment houses to serve big business for long-term capital. 

These very satisfactory elements of our financial system did not develop full 
grown and without defects overnight. They were started to meet a need. At 
times they were weak, faulty, and not dependable. But with full knowledge that 
they must be a part of our economic life, we did what was necessary to strengthen 
them and give them public confidence. Much of this has been done through and 
with Federal legislation and guidance. 

It is now gratifying to study Senate bill 719, developed by Senators Sparkman, 
Hill, O’Mahoney, and Kefauver, which recognizes the fact that there is a void in 
our economic and financial structure and which offers a plan under which a new 
type of corporation would be authorized to grant long-term loans and provide 
consulting and advisory services to the small businesses of America. 

So universally are the problems of small business recognized that I think the 
principal problem for you is to agree upon the most satisfactory method of pro- 
ceeding. Surely, in view of our long experience in commercial banking, invest- 
ment houses, building and loan associations, savings banks, agricultural lending 
agencies, we can face the beginnings in this new field of endeavor with prospects 
of fewer mistakes and hazards than we faced when we established the older type 
institutions. But even though we should start with a sound principle, we should 
not expect early perfection. 

Congress has already made a beginning with the Small Business Administra- 
tion. It has been helpful to a degree and will improve in usefulness, but we can 
already see that it is not the answer. Washington can no more successfully 
be the source of long-term credit to small business than Washington could sue- 
cessfully be the source of commercial banking for the public. The small-business 
man is timid. He needs knowing and cultivating, just as his commercial banker 
knows him. It is only as a last resort that he comes to the SBA. 

Government loans carry a tinge of the implication that the borrower is in 
dire straits and is being bailed out by the Government . You may refute this 
by the words of those who have borrowed from the Government, but I am giving 
you the thinking of the thousands who need and could use additional capital 
but who will not apply through a Government agency. The Federal Govern- 
ment cannot be in the direct lending business without imposing a more detailed 
procedure, spoken of as “redtape,” than would be necessary for a close-by, locally 
owned financial corporation. I do not question the justice of this procedure. 
I merely accept it and state it is a fact. Washington cannot possibly make loans 
wholly free of politics, as a local bank could. So many of those making Govern- 
ment loans have the feeling that in reality their best source of approval is through 
their Congressman or their Senator. To me this is logical in disaster loans. 
To me this is illogical in business loans. These are only a few of the reasons 
why the Small Business Administration cannot hope to serve the needs as effec- 
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tively as can a locally owned lending agency which has been set up for business 
jin a given community which it knows and understands. I think this fact is 
freely admitted by bankers and industrialists, as well as by you Members of 
Congress. 

It is evident from the study of Senate bill 719 that the authors have taken 
cognizance of the problems of the American economy and the problems of the 
small-business man. However, it does appear from the contacts and discus- 
sions which I have held on the subject that the management of the Federal 
Reserve System and its Directors are reluctant to assume the responsibility 
for this new field of financial development. It is evident to me that this reluctance 
has passed on down to our commercial banker. 

I have not seen or studied their viewpoint, and therefore I am not qualified 
to agree or differ with their judgment. However, if they are not in support 
of this bill, their position, whether right or wrong, leads me to a recommendation 
of an alternative course which could be put into effect by simple procedure. 
We definitely need a starting point. The procedure I suggest, if I found workable 
and acceptable to the Federal Reserve Board, could later be encompassed in 
some overall plan, such as provided for in Senate bill 719. My observation 
leads me to look with skepticism upon “forced marriages.” 

It is hardly to be expected that the majority of our commercial bankers would 
offer, from the beginning, their wholehearted support to a new type institution. 
They have already seen a development of various other mediums of financing— 
the investment house, the building and loan associations, the life-insurance com- 
panies, investment trusts, installment-credit corporations, commodity-credit cor- 
porations, automobile finance agencies—and it is only human they should be 
doubtful that there are other unmet needs, or even that the development of 
other types of corporations strengthens rather than weakens their activities. 
These fears are nearly always prevalent in the opening of a new field, but in my 
opinion it has been the development of these new financial fields, together with 
the promise and broader vision of commercial banking, that has built a stronger 
base for our whole economy. 

I have seen a tremendous change in the last 5 years in the viewpoint of com- 
mercial bankers regarding long-term loans for small business. Many of them 
will freely admit that many of their customers would make stronger commercial 
bank accounts if it were possible for a part of their obligations to be in the form 
of long-term indebtedness rather than for so much of it to be in short-term com- 
mercial banking. 

I propose, therefore, that you consider an alternative plan which would give 
recognition to financial institutions which would be established within each 
State for the purpose of long-term loans to small business. 

A number of States, recognizing the dire need for such an institution, have 
already set up these corporations. I feel that they are sound in economic 
philosophy and that they have enough characteristics in common to justify rec- 
ognition and assistance from Federal legislation in which there is proper safe- 
guards. 

As an illustration, the last session of our State legislature passed enabling 
legislation for the establishment of such a corporation and made financial ap- 
propriations for State participation. We feel that there is not sufficient per- 
sonal and corporate wealth in Arkansas to set up an adequate financial institu- 
tion by voluntary purchase of stock by our citizens or corporations. We set 
it up, therefore, on a nonprofit basis, to meet the provisions of our State con- 
stitution under which the State could become a participant. 

The first requirement is that we raise locally $1 million of equity eapital. We 
will then be ready to consider loans of various and sundry kinds, including long- 
term loans to small business. The corporation is permitted to issue bonds not 
in excess of 10 times its equity capital. The State, by appropriation, is permitted 
to take up to $5 million of these bonds and may take some additional amount 
on a matching basis. By finding secondary sales for some of the assets of this 
corporation, the corporation should be able to furnish credit substantially in 
excess of its equity capital and its bonded obligations. 

It is my hope that your legislation would permit favorable consideration of the 
purchase on a matching basis by some agency of the Federal Government of in- 
terest-bearing bonds of such corporations in the various States, with safeguards 
as to equity capital, management, supervision, ete. On this basis, the Govern- 
ment would have no activity whatever in the consideration, approval, or rejec- 
tion of loan applications. It would need little or no administrative organiza- 
tion for this type of assistance. The corporations would be under the super- 
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vision of the State bank commissioners, just as our present State banks are. 
The Government would own interest-bearing securities, and I believe there is 
ample precedence with satisfactory results for this kind of governmental par. 
ticipation. 

There is one further step in which I am extremely interested and which I think 
should be made a part of such an organization. 

Our small-business enterprises are in the same position regarding technical 
assistance, or specialized know-how, as they are regarding long-term loans. Big 
business has mastered know-how and can afford specialists in any or all fields, 
Technical assistance is also readily available to agriculture. In practically 
every discussion I hear of foreign aid, I hear of the need and desirability of 
technical assistance. All of this I am in accord with. But surely if our smal] 
businesses are in a state of neglect, dispair, and weakness, and if we consider 
setting up financial assistance on a long-range basis, let us by all means consider 
making available technical assistance. 

I should like to see a program of technical assistance put on as practical a basis 
as that which I am asking you to consider for financial assistance. I should 
like to see you consider favorably legislation which would authorize the follow- 
ing procedure: 

In whatever States these financial institutions are set up, and wherever the 
Federal Government participates by buying bonds or by any other means or man- 
ner of financial help, an annual appropriation of $50,060 would be made to match 
a minimum appropriation by the State concerned, or by that State’s university, 
to support the development and maintenance of a technical staff in the fields 
of finance, production, and marketing, and that this staff be responsible to the 
university of the State and to the financial institution of the State. If the respon- 
sibility and direction of this staff are not placed locally, close to the area which 
it serves, then, in my opinion, it would evolve into a cumbersome, misdirected 
staff from which there could come some good, but certainly not in proportion te 
the benefits which would be possible with its operation under the direction and 
control of the State university and the financial institution. 

Again let me illustrate: If our Arkansas corporation has $1 million in equity 
eapital and if the people of our State have $5 million of its interest-bearing 
bonds, we would like for some agency of the Federal Government to consider the 
purchase of $5 million of these interest-bearing bonds to match the $5 million 
worth owned by our own people, all bonds bearing the same rate of interest. The 
chances are, that over the years, these bonds would average 4 percent. If that 
is a reasonable assumption, then 1 percent of the interest on these bonds would 
approximate $50,000, the amount I am recommending be appropriated for tech- 
nical assistance. This would leave a net rate of interest to the Government 
which would compare favorably with the income from other Treasury bonds. So, 
once the financial corporation was operating, it would create a source of net 
income to the Government over and above the outlay for technical assistance. 

Let us note the procedure in a hypothetical case: Suppose a small business 
should apply to the State’s financial institution for a loan. The management ot 
the financial institution would study the setup of the small business, and should 
it give evidence of weakness in its financial structure, or perhaps its production 
or marketing, or any other phase of operations, the financial institution would 
then recommend technical advice and counsel through the university’s technical 
assistance staff. The technical-assistance staff would then be obligated to service 
this small business with reports of factual matter, counsel, and advice. Reports 
on the technical aid given could be furnished to the proper Government agenc) 
through both the financial institution and the university. 

I think the Government would be justified in withholding technical aid in any 
State in which evidence of a satisfactory solution was not furnished by the 
financial institution. The principle of technical aid on a cooperative basis, with 
both the Federal Government and State government participating, is not an 
untried one. For more than 40 years the farmers of America have received tech 
nical assistance through the agricultural extension services, which constitute a 
part of our land-grant college system. 

In the development of legislation creating a financial institution in Arkansas 
we had the wholehearted cooperation of the Governor of the State, members of 
the legislature, the industrial development commission, the State bankers assoc 
ation, and the State chamber of commerce. I report this widespread support t 
you so that you may know of the recognition which my State gives to the prob- 
lems of small business. A few other States, including Massachusetts, Maine, 
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Connecticut, New Hampshire, New York, North Carolina, Pennsylvania, Rhode 
Island, Vermont, Wisconsin, Kansas, and Georgia, have likewise formed corpora- 
tions for the same purpose. From correspondence which we are receiving from 
other States, I have the feeling that this is a nationwide problem, a nationwide 
need, and is deserving of national recognition and support, but it seems that our 
people are virtually unanimous in the opinion that there should be as little 
Government in business as possible. If that be true, then certainly this approach 
puts the Government in the position of being merely a partner in the creation 
of opportunities and not in subsidies. 

Now, I should like to mention again the problems of disaster areas. I have 
previously acknowledged that there are such areas and that they are deserving 
of political and social consideration, which should be kept separate from sound 
financial business legislation. I believe that financial institutions located in 
each State, such as J have described, with technical advice and counsel being 
apart of the services offered, would help alleviate the causes of disaster areas. 
If a flood, an earthquake, or a drought creates a disaster area, there is little 
that planning and preparation could have done to prevent such a circumstance, 
put I believe the effects of a gradual economic decline, or the departure of a 
sizable industry from an area, would be substantially minimized in those States 
in which there were strong financial institutions with capable programs of techni- 
cal assistance ready to provide both long-term capital and know-how to small- 
business undertakings. 

Certainly, the factual information, advice, and counsel from such a financial 
institution could and should be of tremendous value to the Members of Congress 
inthe matter of disaster areas. 

I greatly appreciate the opportunity of appearing before your committee. I 
greatly appreciate the interest this Congress has evidenced in the field of small 
business, and I shall look forward with great interest to your ultimate decisions 
and actions. 


Senator Fu.srieua. I guess that concludes the hearing this morn- 
ing. The subcommittee will recess until 10 o’clock tomorrow morn- 
ig, when they will hear additional witnesses. Thank you very much. 

(Whereupon, at 12:40 p. m., the subcommittee recessed until 10 
a.m. the following day, Thursday, June 6, 1957.) 
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THURSDAY, JUNE 6, 1957 


Untrep Srates SENATE, 
CoMMITTER ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BUSINESS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m., Senator 
Joseph S. Clark, chairman of the subcommittee, presiding. 

Present : Senator Clark. 

Senator CLark. The committee will be in session. 

Our first witness today is the Honorable Frank M. Coffin, distin- 
guished Congressman from Maine. 

Mr. Coffin, we are very happy to welcome you here, and are looking 
forward to your testimony. Will you just proceed in your own way ? 
Do you have a formal statement ? 


STATEMENT OF FRANK M. COFFIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MAINE 


Mr. Corrin. Yes; I do, Mr. Chairman. I think the clerk has copies 
of it. 

Senator CLark. Would you like to file it for the record, or read it? 

Mr. Corrin. I would like to read it and perhaps add to it as I go 
along. 

Senator Ciark. Fine. Would you just proceed in your own way ? 

Do you mind interruptions ? 

Mr. Corrin. Nota bit. I would welcome them. 

Mr. Chairman, I want to thank you for the privilege and oppor- 
tunity to testify before your committee today. I know you have had 
busy and lengthy sessions and so I shall endeavor to be as brief as 
possible. 

This is not a new experience to me. I have been interested in legis- 
lation in the small-business field during this session, and this is the 
third opportunity I have had to present these ideas to a committee. 

You have before you a number of legislative proposals relating to 
problems of small business. Some are concerned with the future and 
functions of the Small Business Administration; others involve pro- 
posals for entirely new approaches to credit problems of small busi- 
ness. I should like to make some general comments on small business 
and its peculiar situation today, and then I should like to comment 
briefly on two bills introduced by Senator Humphrey, S. 2184 and S. 
2185. 

There are some spokesmen who refuse to admit the existence of 
any substantial problem facing small business which cannot be cured 
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by better management under existing conditions and credit avail- 
abilities. 

Senator Crark. We had a gentleman here from your State of Maine 

yesterday who took that point of view and urged us to wind up the 
Small Business Administration. That was Mr. Maxwell, of the First 
National Bank, of Biddeford, representing the American Bankers 
Association. 

Mr. Corrin. I am acquainted with Mr. Maxwell, and also with his 
work on the Development Credit Corp. 

Senator Ciark. He seemed to think that that corporation could do 
the whole job, and we did not need this threat to the free-enterprise 
system embodied in the Small Business Administration. 

Mr. Corrry. I think the figures would illustrate the extent to which 
that is a limited tool. They have a capital investment of $90,000 and 
loans of $800,000, and with a maximum loan ratio of 10 to 1 at best they 
have another $100,000 or so to play with. That is a drop in the bucket 
as far as credit needs for small businesses, even in Maine, are con- 
cerned, which is not a highly industrialized area 

Senator Ciark. I know it is not in your distri ict, but perhaps you are 
generally familiar with the situation in the Biddeford-Sanford area, 
where a textile company went out of business, and where there is a 
very substantial labor surplus. Mr. Maxwell, after testifying that he 
thought the Small Business Administration should be shut up, im- 
plied he thought that a number of the loans they had made to bring 
industry back into Sanford might not have been too wise. We showed 
him a good many loans had been made by the Small Business Adminis- 
tration up there. 

I wonder if you are familiar enough with that area to have any 
views as to whether the Small Business Administration’s activities 
have been helpful there ¢ 

Mr. Corrtn. I think it has, Senator Clark. Take Colonial Air- 
craft. 

Senator Cuark. That was one of the loans of which he was critical. 

Mr. Corrix. Well, I have been in touch with our State officials in 
the department of economic development to get an up-to-date report 
on that. Their problem now is that they have developed a product 
which has a demand, and they now need more skilled labor, so that on 
the State side we are considering crash training programs to train 
these skilled workers to come in and wind the coils and do other things 
of that nature. In other words, there is a company that has created 
problems, but they are the type of problems we like to face. 

It seems to me that that is a showcase example of the good that the 
Small Business Administration can do. We have got a long ways to 
go in Sanford. The mills moved out and employment now is from 
one-third to one-half of the original employment, and the existing 
employment is not as good an opportunity as the job opportunities 
which have existed under the old setup. So there is a long ways yet 
to go. 

I think those who say there are no problems that deserve govern- 
mental attention would cite Dun & Bradstreet to prove the major cause 
of small-business failures has been poor management. 

Senator Crark. That is right. And I asked Mr. Maxwell yesterday 
how Dun & Bradstreet could be sure that incompetence was ‘the cause 
of these failures. Of course, I have no doubt it is in many cases, but 1 
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think you and [ know that human error is a trouble in almost all ac tivi- 
ties, and I doubt that it is any more severe in small business than in 
big business, myself. 

Mr. C orrin. I would agree with that, and I think there is a dispute 
as to the extent to which it is the chief cause of failure. I have talked 
to small-business people here in Washington who would state there 
are three big problems. Management is one, equity capital is another, 
and taxes is another. One of the major small-business organizations 
takes issue with the Dun & Bradstreet conclusion. 

Senator CLtark. You do not mind my interrupting, do you? 

Mr. Corrin. Nota bit. 

Senator Ciark. Would you not also think in addition to equity 
capital that longer term loan capital is important? That is to say, 
a commercial bank ordinar ily loans for a pretty short term, or on de- 
mand. One of the small-business problems, as we have heard the 
testimony here, is that you cannot get a bond issue, for example, in a 
small-business concern, like you can in a big-business concern, because 
the stock exchange is not equipped to handle it, and the commissions 
that have to be paid for the floating of what is essentially a speculative 
issue are very high indeed. 

Have you run into that at all? 

Mr. Corrry. As a lawyer I have run into that quite a bit. I have 
had a number of companies where financing stock issues was out of 
the question. They would borrow, and at best they could borrow on a 
year-to-year basis, and they would get their money and go ahead. 
Then they would find themselves unable to repay the bank. So then 
they would go to private financiers, who would take a large slice of 
the business and charge a tremendous premium. They would go along 
for a while, but eventually they would wind up insolvent, or in re- 
organization. 

Senator CLark. We had some ver Vv interesting testimony from some 
extremely able and successful small-business men from Arkansas, one 
of whom said, in order to keep his company afloat he had to pay 25 
percent for a 1-year loan. 

Mr. Corrry. Lam sure that is true. I have seen it and you cannot 
blame the individuals who charge that, because that is what the market 
is. It is just too bad there is not an alternative source for small busi- 
ness. So I would agree that long-term loans are a necessity. 

Coming back to the Dun & Bradstreet conclusion that poor manage- 
ment is the major cause of small-business failure, one of the bills that 
[am addressing myself to, the one that would require the Small Busi- 
ness Administration to make studies, would place the Small Business 
Administration in a position to say to the public what the causes of 
failure are. The Small Business Administration of its own knowledge 
does not know what the causes of failure are. It did, in its last semi- 
annual report, cite Dun & Bradstreet, but we should be in a position 
where we know what the causes are without citing Dun & Bradstreet 
as the only authority. 

Senator Crank. Yesterday we had some testimony from our friends 
from Arkansas to the effect that one of the best w ays to get these studies 
of specific problems made properly would be to authorize grants to 
local State universities and their economics departments. In that 
way we would get a much more grassroots, local result than if we just 


sean ke ‘ 
93527 v.t— 13 











188 CREDIT NEEDS OF SMALL BUSINESS 


gave the Small Business Administration some money and told them, 
more or a less on a national basis, to make a series of studies. 

Do you have any reaction to that 

Mr. Corrtn. I think there is a great deal of merit to it, and this bil] 
of Senator Humphrey and one on the other side that I introduced, 
specifically authorizes the Small Business Administration to enter 
into contracts in relationships with private organizations. I think 
there are tremendous resources throughout the country. 

For example, in Babson Institute, in Massachusetts, they have a 
research department and have contract work with the Government. 
They could take a specific problem and pursue it as far as is feasible, 

Senator Crark. Are your Maine colleges in shape to help on that, 
like Bates and the University of Maine? 

Mr. Corrin. I would think so, without knowing too much in detail, 
but the department of economics and the department of government 
at Bowdoin has a municipal research program. I am told by my as- 
sistant that Bowdoin is already doing this type of work in coopera- 
tion with the State Department. 

Senator Crark. This kind of suggestion might find more favor with 
Congress, because if we were able to put it on a matching-fund basis 
there would be State participation, and the amounts involved would 
not be too large, and that would take some of the sting out of the 
criticism of the intervention of the Federal Government against the 
opposition of some who do not like that. 

Mr. Corrry. I think that is a very useful device to follow. I would 
be agreeable to implementing that. 

I am going to skip over part of this statement because we have 
covered some of it. I would say with respect to the liquidation of the 
businesses, when they are liquidated it does not mean other efficient 
businesses come in their place. It means that larger and more concen- 
trated developments follow. 

I do want to leave with you Churchill’s hypothetical or apocryphal 
saying: “Never has so much been owned by so few.” 

Senator Ciark. I think that is probably one of our most critical 
national problems. This is one method by which we ean improve that 
situation through the encouragement of small business. 

Mr. Corrrn. I think if you explore this field, we realize it is not done 
simply by huge sums given away. You have expressed one device, 
which is the matching fund for research. The long-time loan is an- 
other one. Loans to nonprofit development corporations is another 
one where we are not giving anything away, but making loans to peo- 
ple who are organized to help themselves—what I have called in this 
statement the economic approach; that is, the town-meeting approach 
on the economic level. 

Senator Crark. We had representatives of the Massachusetts and 
the North Carolina development corporations testify here. Although 
it is not within the jurisdiction of our committee, as you know, and 1s 
really a problem for your side of the Hill, they were strongly of the 
view that these development companies should be exempted from the 
Federal tax provisions prohibiting the unreasonable accumulation of 
surplus in order that they could build up capital and not have to pay 
out a lot of precious resources which could be utilized for small-busi- 
ness development, in Federal taxation. 
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On the other hand, Mr. Maxwell, representing the Maine Develop- 
ment Corp. and the American Bankers Association, took the contrary 
view and thought that the normal tax laws should apply to a develop- 
ment company. 

I wonder if you have any views on that. 

Mr. Corrrn. First of all, the question, Does the normal tax law 
apply to a nonprofit corporation 4 

Senator Crark. No; but I do not know whether your Maine corpo- 
ration is nonprofit. The Massachusetts one is ostensibly for profit. 
There seems to be some psychological feeling that to get private enter- 
prise to supply the ¢ upite il there must be some potential of making a 
profit. In Arkansas it has been nonprofit, but my recollection is of 
both North Carolina and Massachusetts they are profitmaking con- 
cerns, in theory. Of course, in fact they will never pay any dividends. 

Mr. Corrin. Yes. Most of the organizations in Maine now, some 
71, are citizens’ nonprofit corporations. I feel there is a great oppor- 
tunity to form profitmaking groups, and to have individuals in them. 

For example, in my hometown there are six to a dozen groups of 
professional and business men who would be willing to pool funds 
together to start an industry. 

In North Carolina, particularly—and in my opinion it is the lead- 
ing State in the creation of industries they have a small industry 
section. Perhaps this has all been gone into by their representative. 

Senator CLrark. Yes. They went into it at some length, but you go 
ahead. 

Mr. Corrry. Well, I am just impressed by the fact that their small 
industry section culls the minds of all the manufacturers in that State 
for new products. Then they winnow those out, and when they find 
a few products which look like they should be exploited, they then 
turn the ideas over to the private groups, who go out to other States 
in order not to steal an industry, but to steal second and third-level 
management, which is of benefit to North Carolina and to the indi- 
vidual involved. 

They have started a large number of industries already, or a reason- 
ably large number, and more are in the offing. It is that type of 
ac tivity I would like to see more of. 

I think the exemption of 1 or 2 is something which should be given 
very serious consideration. I do not have a final opinion on it at the 
moment, as a profit organization, but I would think it would merit 
serious study. 

Senator Crark. I do think most of the members of this committee 
feel tax relief is one of the most important phases of improving the 
small-business situation. Of course, we are practically in your hands 
on that. I do hope something will be forthcoming. I do not mean 
you personally. I mean the House and the Ways and Means Com- 
mittee. 

Mr. Corrin. I would hope so, and I would think this device of giv- 
ing it in the small-business field would be a very useful area, and per- 
haps with the least impact on the national revenue also. 

Senator CLrark. We came fairly close in the Senate, as you know, 
with the Fulbright amendment, to getting something done a couple 
of months ago. 
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Mr. Corrtin. I am in hopes something will be done, and I think there 
is current, from what I can gather, a reexamination of the question, 
Senator Crark. Would you mind just for the record giving a little 
fill-in on the 71 groups which you said existed in Maine? Just in 
general, what kind of groups are they, and very generally, how much 

‘apital ‘do they have available, and what do they do? 

Mr. Corrtin. The first step that the State of Maine took to act posi- 
tively m the field of industrial development occurred several years ago 
under the first commissioner of our new department of development 
of industry. His activity was to go around to communities all over 
the State and encourage them to form committees; and when they 
had formed committees, to make a survey of the assets and resources 
of those communities. 

Acting upon that advice, these communities have organized, and I 
would say perhaps a few of them have retained, full-time employees, 
We have what we call a Maine Industrial Council, newly formed, in 
Maine, and there are perhaps 20 to 25 members who are full-time 
people working on industrial development. 

Senator Crark. Are these largely on a town basis ? 

Mr. Corrin. Largely on a town basis. Some of the industries have 
full-time industrial-development people, also. They are not a profit 
corporation basis. Some of the larger communities, like my own, 
for example, the Lewiston Industrial Development Corp., has attracted 
«an industry by selling debentures and building a building and leasing 
it to them, and then they pay interest to the citizens and draw froma 
hat, and occasionally retire these debentures. 

Senator Ciark. Do you get any help at the State level from the 
State government ¢ 

Mr. Corrrn. We get help as far as assistance and guidance is con- 
cerned. We will get help monetarily through the industrial building 
authority that the Maine Legislature just passed. It now goes before 
the pe ople, and I think it will be enacted. That will allow the State 
to pledge its credit to purchase and erect industrial plants. Those 
are gimmicks. They are useful tools, but no substitute for the basic 
work done by the people at the community level. 

Senator Ciark. You know, as always, the criticism down here is 
that the Federal Government should not get into things until local 
and State resources have been exhausted. Therefore, we are trying 
to make a record before this committee, if it is true, that the State is 
doing what it can, or can handle it. 

Mr. Corrin. There is no question but what everything is being done 
that can be done now. The funds of Mr. Maxwell’s organization are 
nearly at their limit. The State has no funds of its own it can lend, 
but it is doing everything it can through this industrial authority and 
has a new full-time department with an increased allocation under the 
budget for assistance to these local communities. 

Senator Ciark. In understand if that authority is approved by the 
people, then the State will be able to issue bonds in some amount in 
order to promote industrial redevelopment ¢ 

Mr. Corrin. That is correct. 

Senator Crark. We had testimony yesterday that in Arkansas, 
which as a relatively poor State, they have State authorization to the 
tune of $5 million to help out their industrial redevelopment down 
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Mr. Corrix. Arkansas has an excellent program launched, and one 
of the good things they did, if I understand it correctly, is to author- 
ize the director to employ top-quality industrial experts at a price 
most State governments do not like to Pagans But I would say 
that the State is doing everything it can, and this is a legitimate 
lace ‘for the Federal Government to come in with its loan policy. 

The proof of it is the fact that some very conservative people in 
very conservative areas in our State availed themselves of the Small 
Business Administration program. 

Senator Clark. Would you say, generally speaking, that the Small 
Business Administration was doing a good job i in Maine? 

Mr. Corrrn. I would say sc. I would say it needs to expand it 
tremendously. They have two men who go through Maine on a 
per iodie visit. They y call themselves circuit riders. When tl ey land 
in a community they will spend a day talking with people who have 
problems there. That is fine and he Ipful, and they are doing a good 
job, but the 2V do not come back for 2 months. 

Senator Crark. The »y do not have any office in the State? 

Mr. Corrin. No. T hey come two times a year. 

Senator CLark. They work out of Boston? 

Mr. Corrin. Yes. The result is that many businessmen are not 
fully aware of the services and the information. Even if they were, 
Boston is a long w: iy away. A loan application has to be del: ayed 
until they get a financial and technical man out to make the trip to 
inspec t the locale. 

I have long wanted to see some sort of office or personnel perma- 
nently established in such a remote area. 

If you look at the map down at the Small Business Administra- 
tion’s office, the most pathetic office, I think, is that in Colorado, 
because there is pr actically a continent in all directions before you 
come to another Small Business Administration office. I would like 
to feel that in time there could be personnel filtered out, giving much 
better and closer coverage. 

Senator Ciark. It would be a little difficult with the present econ- 
omy wave. 

Mr. Corrin. I am afraid so, Mr. Chairman, but on the other hand, 
to get some technical people around these places is the American 
equivalent of point 4, and point 4 is accepted as the best investment 
we have made in the foreign-aid field. The same thing would be true 
by way of enlarging the technical and advising people i in the Small 
Business Administration. 

On the studies bill, we have gone into the fact that we do not really 
know the answers to any of the basic problems. We have made no 
studies. Even the President’s Cabinet Committee, which made its 
report this past summer, did not have any studies to ne k up its 
statements. Yet there is no area where we need to know more. 

Some of the problems are inflation and deflation, and the avail: ability 
of credit. 

For example, one of the Re presentatives on the other side asked a 
Small Business Administration official as to the effect which a rising 
interest rate or a dec ‘reasing interest rate would have on smal] busi- 
ness. They frankly did not know. 
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I have listed on page 2 of this statement, which I think I will ask 
vou to include after the conclusion of my remarks, some of the other 
problems. i 

Senator Crark. The statement of Congressman Coffin will appear in 
the record immediately following the conclusion of his oral testimony. 

Mr. Corrix. The attitude with regard to this studies bill that I 
have seen expressed is simply that the Small Business Administration 
has the power to do this now. That is perfectly true, but the fact 
remains that a hard-pressed agency with limited funds and limited 
time is not going to do this sort of work unless there is a directive 
to do it. That is why I have felt we should make this mandatory. 

I have not been able to understand the opposition to this, when 
everybody agrees that this basic kind of work is something that ought 
tobe done. You have brought out very appropriately the authority to 
hire private organizations. 

Finally, I would say on this bill that one of the most helpful things 
is the requirement to make detailed semiannual reports on present and 
contemplated research programs to Congress. 

The second bill we have already talked about a little bit is §, 
2185, which deals with loans to nonprofit development groups. Here 
the Small Business Administration has made loans to these develop- 
ment groups. I think they have made approximately eight loans. 
Search the law and the law merely authorizes the Small Business 
Administration to make loans to enable small business to do such-and- 
such a thing, or to survive and grow. They have construed that 
language to authorize them to make loans to nonprofit deve ‘lopment 
groups for the purpose of a designated known small-business unit. 
This is an admirable action on the part of the Small Business Admin- 
istration. Yet I would think that they and their counsel would feel 
much more comfortable if in the act there were specific authority to 
make loans to these development groups. 

Senator CLrark. They might even have a specific authorization for 
that purpose. 

Mr. Corrtn. , would think that that would be very desirable. 

Senator Crark. I wonder how you would feel about an amendment 
which, with akin safecuards, would make it possible to make loans to 
development companies such as those in Massachusetts and North Caro- 
lina, where the setup is ostensibly a profit corporation, but the real 
basis for the 1g) Sve ee is pro bono publico. That psye hological 
block is a little bit difficult to get over, and yet I have been te nding 
to feel, myself, that the Massachusetts Development C orp. ought tobe 
eligible for this kind of a loan, just as much as the one in Maine, 
or somewhere else, or Arkansas, let ~ say. Perhaps we ought to force 
them to take out a nonprofit charter. I do not know. 

Mr. Corrtxn. We make loans to private businessmen who hope to 
make a profit, and let us say they hope to get rich starting with this 
public loan. 

Senator Ciark. The bill we are discussing says only a nonprofit 
corporation. 

Mr. Corrry. T would think, in theory, that a loan to a profit corpo- 
ration is certainly not extending this be yond ae at we already do when 
we give it to a company that is in business to make money. 

Senator CuarK. Yes. 
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Mr. Corrin. I think this feature you have been discussing deserves 
a great deal more attention. We have concentrated in the past on 
attracting industry from one State to another. Every State is getting 
exc eedingly competitive, and I have had the estimate given to me that 
it takes 800 calls to get 1 good contact. On the other "hh ind, this busi- 
ness of getting a growing community to make a determined market 
nearby is reasonably good, and the possibility of creating industry 
through these profitmaking loca] vr iapmingheiion of citizens I think has 
great potential. It certainly does for our area 

S. 2185 also has this to say about making loans to these de velopment 
groups. At the present time the Sm: all Business Administration 
makes them only when there is a specific business firm in the offing. 
The proposed law or resolution would allow a loan to be made to a 
development group even when there was not a specific business firm. 
In other words, they could build a plant and attract a customer, and 
there is some evidence, which is increasing, that that is a good way te 
go about it. Get your land and build and make it general purpose, and 
then go out and get your occupant. That has been done in a number of 
communities, and this would allow that sort of thing to be continued. 

The present amount is limited to $250,000 for any one development 
group, ethan it is to add 1 firm or 20 firms. Actually, I do not think 
that limitation is particularly sound. If a development group hap- 
pens to develop 20 firms over that area, it ought to be eligible for more 
money than that limitation of $250,000, 

Senator CLark. Yesterday we had the suggestion from Arkansas 
that, again using the matching-fund theory, we ought to amend the 
Small Business Act to permit the Small Business Administration to 
match funds which would be provided by the State to get a develop- 
ment corporation going with sufficient credit. I would like to get 
your reaction to that, Congressman Coffin. Down there they are rais- 
ing $1 million of equity capital and then the State has authorized the 
issuance of $5 million of bonds to go to the development corporation to 
be used in making loans. The suggestion was made that that contri- 
bution by the State should be matched by the Small Business Admin- 
istration, so that, in effect, you would have a ratio of 10 to 1, namely, 
$1 million of equity capit: al, $5 million of long-term loan capital pro- 
vided by the State, and $5 million by the Small Business Administra- 
tion. 

The gentleman who presented this was a very effective and dynamic 
Witness. 

I wonder how you react to that ? 

Mr. Corrty. That is going at this from the opposite end. We have 
been talking about Small Business Administration money going in on 
loans for working capital, and not on the equity side. It would be 
aloantoae ompany ora deve lopme nt corpor: ition to he ‘Ip it to set up 
business. It would be on top of the equity money. 

So this which you are discussing now fits in and tackles the same 
problem that Senator Sparkman has in his investment-company idea. 

Senator Ciark. I was going to ask you about that in a minute, be- 
cause this would be an oriented approach to S, 2160, 

Mr. Corrin. Yes. 

Senator Crark. And Senator Sparkm: in yeste rd: ly see ‘med quite 
interested in the suggestion. S. 2160, of course, on the threshold, 
meets what I am afraid is going to be the objection of the Federal 
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Reserve Board to getting into this. It has the merit of not increas- 
ing the loaning authorization of the Federal Government, but it has 
that other defect in that this would increase the loaning authoriza- 
tion and, therefore, run into the economy wave; but it might be in 
the long run, perhaps, a better way to do it, because then you have 
the actual management in the hands of the State development com- 
panies at the local level. 

Mr. Corrin. Would this be the Federal Government contributing 
how much to a particular State’ What would be the format ? 

Senator Crark. They would match whatever the State government 
put up, within limits, of course. You would not want it all to go 
to New York, of course. 

Mr. Corrty. That is the problem. You have the wealthier States 
that need this less, and also there is a limit to the type of industry 
which should go to a crowded St: ee in the age in which we are 
living, where dispersion is going to be increasingly important. 

Senator Crark. I am not sure I could go all the way with you on 
that, since I am a Senator from Pe nnsylvania. 

Mr. Corrin. I do not expect you to make a personal statement on 
that, but there would be a limit: Of course, Pennsylvania has not 
reached that limit as yet, and probably would not for a long time; 
but if you had a mechanism whereby all a State has to do is put up 
its funds and you will get up to the maximum in matching amount, 
it is going to be relatively easy for the wealthier State, whose needs 
are less, to get it. 

Senator CrLark. Unless you tie it to the depressed area concept, 
and I think there is some thought of that. 

Mr. Corrin. I think it can be tied to a depressed-area concept and 
to a needs concept in inverse proportion to the average per capita 
income. It would be that type of concept, but not as extreme as the 
depressed area. 

Senator Crark. At that point you and T will be accused of being 
creeping Socialists, of course. 

Mr. COFFIN. ] think. perhaps, many cood people have been so 
accused. I do not think so. I think in the school bill that is being 
discussed they have a need there. 

Senator Crark. Yes. And the whole agricultural program, to 
my way of thinking, is another example of the same thing. 

Mr. Corrtn. So I think there is merit in the idea that the gentle- 
man from Arkansas suggested, and I think you can play around with 
formulas which might be a very effective way of tackling the equity- 
capital problem. 

Senator Ciark. Before we close that subject this money would not 
necessarily have to come from the State, but could come from private 
sources within the State. 

Mr. Corrix. Yes. I think there is a lot of private money available 
if we can just create the atmosphere and the framework to utilize it. 

Incidentally, the Commerce Department is conducting a survey 
of these development organizations throughout the Nation. an 
have already accumulated data, and you probably know about it, but 
there are some 3,000 organizations, of which I am told there are : ‘kel 
2.000 that are active. So this is a potential of self-help in the small- 
business field which could tie into this type of legislation we have 
been discussing. 
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In this statement I have not talked much about a third bill that 
I have been interested in on the other side. That would expand the 
authority of the Small Business Administration to make disaster 
loans, and economic-disaster loans. This is not an alternative to 
area-assistance legislation, but it is a tool for the Small Business 
Administration to use in going into an area. In my bill, phrased it, 
“at the President’s discretion.” 

Senator Cnark. Is that similar to the bill Senator Payne put in 
over here; S. 244? 

Mr. Corrin. It is similar. As I understand Senator Payne’s bill, 
it is tied to a labor-surplus area 

Senator Ciark. That is right. 

Mr. Corrrn. In my thinking, I have left the criteria completely 
free. In my town, for example, a mill has closed down. We are not 
a labor-surplus area, but conceivably if disaster loans could be made 
available to our businessmen they could start some new industry, or 
continue and expand the old one so that we would never become a 
labor-surplus area 

Senator CLiark. To correct what may be an inadvertent mistake, 
Senator Payne’s bill also includes loans where appropriate because 
of floods or other cat: astrophes, including loans to small-business con- 
cerns, Which is a rewrite of the existing law. Was that the kind of 
disaster you have in mind, or are you thinking of an economic 
disaster 

Mr. Corrtn. In that provision in the present law I would have 
added an extra phrase or clause in cases of economic dislocation. 

Senator CLark. Without regard to surplus labor conditions ? 

Mr. Corrrx. Without regard to it. I would leave it up to the 
President's discretion. Not this Small Business Administration— 
but, just as we leave other disaster programs up to the President, 
] would do it in this. If the circumstances are such that he thinks 
we can, by moving in quickly, avoid having a labor-surplus area, 
or prevent it from developing, then it seems to me it is a useful tool. 

I hesitate to become involved in the area-assistance legislation 
because I believe in that very strongly asa major tool. This is a minor 
tool to help the Small Business Administration. 

Senator CLark. While you are speaking of the area-assistance legis- 
lation, how about Maine? Is the Biddeford-Sanford area the only 
area in Maine where you are concerned about surplus labor ¢ 

Mr. Corrix. Unfortunately not. Up to recently that was true. 
1 think under the formula that is the only area which technically 
qualifies. 

Senator CLark. Yes; it is. 

Mr. Corrin. We have a textile problem, and, indeed, a crisis. We 
have 1 large company that has 5 plants. One of them is closed, and 
the others are shaky. One in my hometown is already closed, so we 
have 2,500 une mployed in a community of 40,000 people. 

Senator CLark. That is Lewiston ? 

Mr. Corrry. Yes. So we are much interested in this sort of ap- 
proach, even though it is long range. Nevertheless, it is something 
to which we could look forward. 

Senator Ciark. Under the bill this committee is now considering, 
you could qualify if you have a 6 percent labor surplus, but there is 
a waiting period which would not fit in with your thinking. 
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Mr. Corrtn. We understand that if we had the type of problem— 
suppose we had a manufacturer who could move to our area if he 
enjoyed the set-aside provisions under the existing legislation. We 
understand if we put our case to the Commerce Department, or who- 
ever makes the decision, we could get a very speedy determination, 
and perhaps some of the benefits of the surplus-area concept, without 
the out-and-out declaration that we were a labor-surplus area. 

Senator Ciark. It is my thought, too, that the areas which the 
Commerce Department works in are somewhat too large. You will 
find a pocket of unemployment in a large area where the percentage 
is not met, and yet transportation problems and dislocation are such 
that you do not really get the prosperity of the surrounding area 
making up for the unemployment in the pocket. 

Mr. Corrrtn. I would agree. For example, I think in Maine they 
have the Sanford-Biddeford-Saco area, which might have been neces- 
sary to meet the standard at that time. It is really two areas, both 
of which are depressed. 

Senator Cirark. Mr. Maxwell said yesterday he did not understand 
why he was always being grouped with Sanford, because Biddeford 
was fine and they did not have any responsibility for Sanford. He 
did not quite put it that way, but that was the implication. 

Mr. Corrtn. I agree with you on that. 

I have concluded what I had to say on these two bills, and I think 
it might be of help, and I appreciate the fact that you have this formal 
statement printed. 

I do think this: This is the third time I have appeared, and I have 
made substantially these suggestions. I have studied the record of 
the testimony as it has developed. I have found in that testimony 
no good reason why the studies bill is not a good bill, except that 
the attitude is, Why make us do what we admit should be done? 
I have found no good reason regarding the suggestion in S. 2185 
regarding loans to nonprofit organizations excepting, Why give us 
clear-cut authority to do what we admit is being done and ought to be 
done, where the authority is not clear? 

Then, finally, I think the permanency of the Small Business Admin- 
istration has a great many ramifications which indicate that is a 
valuable step to take. 

Senator Crark. You do not share the fear of Mr. Maxwell that 
we are building another monster which will soon become an RFC, 
which is adverse to the public interest ? 

Mr. Corrin. No. I think we have to look on Government as a tool 
which we can use with incerasing skill as the years go by, and that 
we can learn by mistakes. We have carried the Small Business Ad- 
ministration along now since 1953. We have made some mistakes, 
but certainly it has not developed into a giant machine. Like a baby, 
it has just crawled, and we think now the normal walking period should 
begin. 

I have confidence we have developed enough know-how and skilled 
personnel to administer the Small Business Administration in a very 
sensible and helpful manner, and we have no alternative unless we want 
to confine ourselves to the extinction of small units of business. 

Senator Ciark. Thank you very much, Mr. Congressman. We are 
very grateful to you for coming over here, and your suggestions have 
been most helpful. 
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Mr. Corrin. Thank you very much, Mr. Chairman. 
(The prepared statement of Mr. Coffin follows :) 


STATEMENT OF FRANK M. COFFIN, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF MAINE 


Mr Chairman and members of the subcommittee, I want to thank you for 
the privilege and opportunity to testify before your committee today. I know 
you have had busy and lengthy sessions, and so I shall endeavor to be as brief 
as possible. 

You have before you a number of legislative proposals relating to problems 
of small business. Some are concerned with the future and functions of the 
Small Business Administration; others involve proposals for entirely new 
approaches to credit problems of small business. I should like to make some 
general comments on small business and its peculiar situation today, and then 
I should like to comment briefly on two bills introduced by Senator Humphrey, 8. 
2184 and 8. 2185. 

There are some spokesmen who refuse to admit the existence of any substan- 
tial problem facing small business which cannot be cured by better management 
under existing conditions and credit availabilities. There have been citations 
of Dun & Bradstreet figures to prove that the major cause of small-business 
failures has been poor management. The corollary to this proposition is that 
any Government lending program for this group is bound to assist the poor 
managers and maintain in business people who shouldn’t be there. The con- 
tention is, that under normal procedures the loss of certain small business will 
be compensated for by the establishment of healthy, well-managed small busi- 
nesses. 

In certain instances this may be true. But I fear that in the vast majority 
of cases, the liquidation of one small busines in a given field, particularly in 
manufacturing, is not followed by the establishment of a sounder small business 
in its place, but by a greater concentration of the available market in a pre- 
existing larger company. As Churchill might say, “Never has so much been 
owned by so few.” 

I cannot view with calm assurance the increasing concentration of business 
power, the steady attrition of small businesses, and the stifling of many com- 
munities in my State. Undoubtedly many small-business failures have been 
due to mismanagement. Certainly we do not want to maintain indefinitely 
businesses which cannot, when helped over the rough spots of a temporary crisis, 
stand on their own feet. But we do not want to condemn one of the most vital 
parts of our economy to a hazardous existence, at the mercy of circumstances 
and forces beyond the control of the individuals involved in small-business 
operations. 

I believe the crisis confronting us in the small-business community today 
will continue for some time and, in view of this forecast, I am convinced of the 
necessity for continuing an agency like the Small Business Administration. 

As I see it, SBA performs two very essential functions for small businesses: 
(1) It provides necessary capital not available through private credit sources; 
and (2) it makes available technical assistance and advice for struggling small 
businesses. 

In its formative years, SBA has done very well. I think it can do much more. 
For example, in the 3% years of its existence, SBA has not issued adequate 
reports on basic problems of small business. I have mentioned the assertions by 
Dun & Bradstreet. However, some small-business groups deny that manage- 
ment is a primary problem. SBA has not produced any independent survey to 
show whether management problems are a primary cause of the weakening of 
the small-business segment of the economy. 

The President’s Cabinet Committee on Small Business has made a number 
of recommendations to strengthen small business. It appears clear that these 
recommendations are not based on any documented survey of the fundamental 
problems of small business. Indeed, how could they be, since no study of these 
problems, to my knowledge, has been found. 

Senator Humphrey’s bill, S. 2184, would require studies of fundamental 
problems of small business. This bill, and the identical measure which I have 
introduced, H. R. 5651, state specifically that studies include principal problems 
that affect the growth, competitive strength, and stability of small business. 
This would include the effects on small business of inflation and deflation, 
availability of credit, materials and supplies, cost factors, labor problems, 
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management and personnel problems, new equipment, merchandising methods, 
and manufacturing techniques, research problems, automation, nationwide dis- 
tribution, advertising, atomic development, foreign competition, Government 
regulation, and taxes. SBA would be authorized to hire private organizations 
to help in making these studies. Finally, it would be required to make de- 
tailed, semiannual reports on present and contemplated research programs. 

The second of Senator Humphrey’s bills, which I wish to comment on, this 
morning, is 8. 2185, which would make funds available for loan to nonprofit 
development groups. 

SBA has, to its credit, recognized the desirability of making loans to such 
groups. But, lacking specific legislative authority, this program has been neces. 
sarily tentative and limited in scope as well as in amount. Therefore, loans 
are made only when a specific, ascertainable firm is the beneficiary of the loan, 
The amount is held down to $250,000 for any one nonprofit development group, 
whether it is to aid 1 firm or 20 firms. 

Mr. Barnes, in testimony before the House Banking and Currency Committee, 
stated that my proposal, identical to 8. 2185, may have merit. He added, 
however, that a preferable approach for financial help to development organiza- 
tions would be through the proposed Administration Area Assistance Act, 
H. R. 5459. 

I ask you, gentlemen, why, if the SBA regards this type of loan sufficiently 
desirable to stretch its authority to make them, does it hesitate to have its 
authority sanctioned and extended by Congress? Why should the SBA suggest 
that this authority be given to some other agency under legislation and a pro- 
gram which does not yet exist? Moreover, financial help under the area- 
assistance bill is restricted to areas where there has been at least 8 percent 
unemployment for the major portion of 2 years. 

I wish to emphasize that this bill does not envisage this program as one for 
depressed areas. This type of activity is one of the best guaranties that com- 
munities will not become depressed areas. It encourages self-help and places 
the responsibility on the community. It enables the development-credit corpora- 
tions to get financing for community programs in a planning stage, regardless 
of whether they have firm commitments with a particular small-business firm. 
Since the bill does not limit the amount of loans which can be made to one 
development corporation, it will provide more realistic financing to groups 
performing a community service on a wide scale. In other words, the support 
of a community industrial program will depend on its inherent soundness, 
rather than on an artificial quota. 

In Maine we are trying, through our State Department of Economic Develop- 
ment, and through the efforts of individual communities, to encourage the 
strengthening of existing businesses and the establishment of healthy new 
enterprises. There are some 71 communities actively participating in this pro- 
gram at the present time. Nationwide there are 3,000 such communities, of 
which about 2,000 are active. This is a very healthy development of a town- 
meeting approach to economic problems. Such enterprise on the part of civic 
leaders deserves encouragement and support. 

Sooner or later most of these communities are going to need financial assist- 
ance for the establishment or improvement of businesses. Pxisting private 
sources will not always meet the need. 

Something has been made of the State development-credit corporations, such 
as we have in Maine. It is true that these institutions have supplied a new 
source of long-term credit, not previously available. However, even this is not 
enough. If our experience in Maine is any indication, the loan policies of these 
corporations tend to approximate those of the member banks, eliminating the 
applications which involve more risk than the ordinary bank is willing to take. 

A good example of this type of risk is the Colonial Aircraft Corp. of Sanford, 
Maine, which has received two loans from the Small Business Administration. 
This small company has, in a new plane of its own creation, found a demand 
which has outstripped its current ability to produce. It is now searching for 
additional skilled labor, and it needs further financing for expansion. 

So long as there is “tight money” and so long as the various problems I have 
mentioned continue to press on small businesses, there will be need for more 
imaginative approaches than is to be found in traditional, conservative credit 
thinking. I believe these two proposals of Senator Humphrey which I have 
discussed today provide room for a substantial improvement in the necessary 
operation of the Small Business Administration. 
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This is not the first time I have discussed these ideas at this session. I have 
been on record three times on these matters. I have studied the testimony of 
others. I have yet to hear or read an effective argument against them. 

To S. 2185, providing for loans to nonprofit organizations, the only argument 
is: We have made this type of loan a few times without clear authority, so 
why give us clear-cut authority to do what we admit is being and ought to be 
done? 

To 8S. 2184, providing for studies, the only argument seems to be: Basic atten- 
tion to small business problems must be given; we don’t have the time or money 
to give this basic attention, but why make us do what we admit ought to be done? 

If this type of argument is enough to prevail, then I fear that small business 
is in for a good long wait. 

I hope that this subcommittee will give favorable consideration to Senator 
Humphrey’s bills, 8. 2184 and S. 2185. 


Senator CLaRK. At this point in the record I would like to offer a 
letter dated June 3, 1957, addressed to the Committee on Banking 
and Currency of the United States Senate, from the Connecticut De- 
velopment Credit Corp., expressing their views on S. 2160 and com- 
menting on the Arkansas plan. 

(The statement referred to follows :) 


THE CONNECTICUT DEVELOPMENT CREDIT CoRP., 
Meriden, Conn., June 8, 1957. 
COMMITTEE ON BANKING AND CURRENCY, 
United States Senate, Washington, D.C. 
(Attention Mr. J. H. Yingling, chief clerk.) 

GENTLEMEN : Thank you for the copy of Senate bill, revised as S. 2160. 

I am sorry that our activities preclude my appearance at the committee 
hearing, but I shall endeavor to furnish you with the views of some of our 
officials with reference to the bill. 

The purposes appear sound and essential, but the methods to effect them 
may be difficult to consummate. The provision to supply equity capital is an 
element of unusual risk, particularly to new businesses, as the best laid plans 
of any businessman can go awry. Our corporation can make equity investments 
under its charter but that provision has not yet been used, and the same result, 
furnishing usable funds, can be obtained with long-term loans. 

It is noted that the sources of capital for the national investment companies 
are the respective Federal Reserve banks, but the formation of such companies 
appears to be permissive rather than mandatory. The availability of $5 million 
for loans is a desirable factor but that amount may be too large for some States 
and too small for others. 

The advantages of conversion by a State development-credit corporation 
appear to lie in the increased amount of loanable funds available in the national 
investment company and the specific tax advantages enumerated. 

However, it is difficult to visualize a Federal Reserve bank supplying $5 
million capital with the expectation that it would be repaid from the eventual 
resale of such stock to banks and other private investors. The incentive tu 
buy the stock would be absent as the prospective investors would take the 
attitude that they would be repaying the Reserve bank rather than aiding the 
economic growth of the State. Perhaps an arrangement which would have 
the Federal Reserve bank match the capital of private investors with preferred 
stock or long-term bonds might be more workable as it would enable the bank 
to be repaid on a more definite basis. 

I trust I may be pardoned for looking the gift horse in the mouth, but this 
phase of the bill appears to be the one which may be the difference between a 
workable bill and one which may be enacted and not used. 

Sincerely, 
J.D. LINEHAN, Manager. 

Senator Ciark. The next witness will be Mr. David J. Duggan, 
vice president and general secretary of the New York Business Devel- 
opment Corp. 

Weare happy to welcome you here, Mr. Duggan. 
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STATEMENT OF DAVID J. DUGGAN, VICE PRESIDENT AND GEN- 
ERAL SECRETARY, NEW YORK BUSINESS DEVELOPMENT CORP. 


Mr. Duecan. Thank you very much. I am happy to be here. 

Senator Cirark. Will you proceed in your own way / 

Mr. Dueean. Thank you. I will try to follow the little outline Mr, 
Cash, your counsel, gave me. 

Senator Crark. The outline the witness refers to is the list of 
questions having to do with the organization and present status of 
the development corporation. 

Mr. Duacan. The New York Business Development Corp. was 
created through an amendment to the State Banking Act, chapter 
863, which permitted all of the financial institutions in the State to 
become members of this or ganization; not necessarily stockholders, 
but members. We then embarked on a small stock sales program. 

Senator Crark. Mr. Duggan, what was the date of the legislation? 

Mr. Dueean. It was on April 20, 1955. We were authorized to 
sell 20,000 shares of stock at $100 a share, giving us a potential of 
$2 million paid in. 

Senator Ciark. Common stock? 

Mr. Dueean. Common stock. We have sold to date $429,300 in 
stock. Our particular program is not tied in —_ paid-in capital. 
We may lend up to 10 times our paid-in capital, or $50 million. That 
is the way our leeiddesion 3 is designed. Our chi: er reads that way— 
10 times, or $50 million. 

Senator Crark. Could you give us some general idea of the kind 
of stockholders who bought your stock ? 

Mr. Duaean. Yes. U ‘tility companies, industrial companies, Pete 
Smith, Johnny Jones. It has gone right through from the big utility 
to the individual. Savings banks bought our stock, and one insurance 
company bought our stock. 

Senator Ciark. Is your corporation organized for profit? 

Mr. DueGan. Yes, sir. In addition to the stockholders, we derive 
money from our financ ial members, who have agreed generally to place 
on call with us 2 percent of their capital and surplus. That is a gen- 
eral figure. With a mutual company, of course, it is guaranteed funds 
as against the capital and surplus of a bank. Today we have 180 
financial members who have placed on call with us $13 million. 

Senator Crark. Is that without any restriction as to the amount 
of your capital ? 

Mr. Duaean. Without any restriction. 

Senator Crark. Tell me, if you will, Mr. Duggan, about this $50 
million. Is there some sort of a State guaranty, or how did that $50 
million come into being? 

Mr. Duaccan. When putting this thing together originally, we com- 
puted what the total would be on a 2 percent basis of « capital and 
surplus, or mutual funds, of all those eligible institutions in the State 
if they would come in. That would happen to work out at $56 million. 

Senator CrarK. Did that include insurance companies 

Mr. Duaaan. Yes, sir. 

Senator Crark. And commercial banks? 

Mr. Duaean. Yes, sir. But we have a limit. No 1 member may 
invest more than $250,000. It is 2 percent, but not in excess of $250,- 
000 from any 1 member. 
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Senator Ciark. That would include, also, savings banks? 

Mr. Duagan. Yes. 

Senator CiarK. Are those the three principal categor les, that is, 
commercial banks, savings banks, and 1 insurance comps unies ? 

Mr. Dueean. Those are the three principal ones. 

Senator CLark. You do not have any investment banking money in 
it? 

Mr. Duacan. Not atthe moment. No. AsI say, at the moment we 
have 180 financial institutions as members, and we have on call at 
the moment $13 million. We do not expect any great problem in creat- 
ing further interest in the State for other institutions to come in and 
run that up to where we need it. 

Senator Cuark. I am interested that there does not seem to be any 
necessary relationship between your capitalization and the amount that 
you could loan. You have just under a half a million dollars of capi- 
tal, and yet you have $13 million available for loan. 

Mr. Duaean. That is right. 

Senator CLark. It looks pretty heavy from some points of view. 

Mr. Ducean. It could be considered that way. On the other 
hand—— 

Senator CLark. And you could go to $50 million without increas- 
ing your capitalization; could you not? 

Mr. Duacan. Yes. Under our particular charter we could do 
that. 

Senator CLarK. So that in reality the institutions which are making 
credit available to you must not be looking to any great extent to the 
development corporation’s financial strength as security for the loan. 
Perhaps you can tell us how you go about m: aking your loans, which 
might answer what is in my mind. 

Mr. Duaean. Yes. I would say the portfolio developed to date 
isa good one. We have taken a longer risk than a bank would take, 
but I do not believe we have taken any extreme risks where we walk 
into a thing with a terrific loss facing us. I think the institutions 
have confidence in us that we will generally make sound loans. 

Senator CLark. Can you tell us a little bit about the term of the 
loan, and the interest rate, and the amortization provisions, and that 
sort of thing ? 

Mr. DuaGan. Yes. Our interest rate is fixed at 6 percent. Inci- 
dentally, our borrowing rate is tied in with the prime. We pay a 
quarter above the prime rate from our member banks. 

Senator CLark. What do you pay now? 

Mr. Duggan. Four and a quarter. 

Senator Ciark. The difference between the 414 and the 6 percent 
is what carries your overhead, and you hope to m: ake a profit on it? 

Mr. Ducean. That is right. We figure it takes about one-half of 1 
percent to handle the corporation. Under our charter I must set up 
and maintain a surplus before I can consider dividends. So that is, of 
course, some time in the future. 

Senator Ciark. Does that 
problem ¢ 

Mr. Duacan. I expect it will, sir. Incidentally, that is something 
I would like to talk to you about, as we go on here. In this par- 
ticular bill you have, there are some good features as far as reserves 
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and tax factors are concerned, which I think we are all concerned 
with. Our lending rate is set at 6 percent. We try to keep our loans 
to a maturity of 10 years. That does not necessarily mean that we in 
all cases get full amortization in 10 years. We have no objection in a 
good situation to taking a balloon note, and, let me say, pay off two- 
thirds i in 10 years and one-third at the maturity of the ‘loan. We will 
cut the cloth to the pattern as it develops in the industries in the 
State. 

Senator CLark. You would not buy stock ; would you ? 

Mr. Duaean. We have authority to do that under our charter, 
We have not yet bought any, but I will tell you what we have done. 

Senator Crark. Yes. 

Mr. Duaean. Where we go into a new industry and consider our- 
selves venturers to a degree, we will take an opt ion for stock. We will 
have them block out some stock at today’s price, which we may pick 
up at any time during the life of our loan, with the object of a capital 
gain at some time because of our spread being so thin. We are look- 
ing for some other means of making money. 

Senator Crark. In other words, you are using all of the normal 
devices to make this a profitable enterprise, and there is every reason 
that you should. 

Mr. Duaean. Yes, sir. We are. Our charter is also a good deal 
broader than most in that anything that enhances the economy of 
our State and provides employment opportunities for its citizens is 
eligible for us. 

make that point for this reason: Resort properties and seasonal 
properties which are taboo with many organizations are not with us, 
In New York State the recreational industry accounts for about $2 
billion in income. So we will consider a summer resort or a ski tow, 
or something like that. 

Senator CLarK. How about a motel ? 

Mr. Ducean. We will. We have made loans on motels in a proper 
area. There is nothing in the way of commercial or industrial de- 
velopment that we cannot consider under our charter. 

Senator CLiark. Do you give any special emphasis to labor-surplus 
areas ¢ 

Mr. Duaean. Yes, sir; we do. We have a couple in our State, and 
we have done a great deal of work in one area by, in one case, advanc- 
ing money to a local development corporation to bring an industry 
in and create a large payroll. 

Senator Criark. I note under the Mareh 1957 figures which you 
have made available to the committee there do not seem to be any 
labor-surplus areas in New York as defined by the Department of 
Labor, but I do not doubt you h ave them, nevertheless. ‘ 

Mr. Dueean. I have not argued that point. There are a couple, 
but I think we are rapidly correcting them by the use of our par- 
ticular corporation with our funds. In fact, I have to go back this 
afternoon to close a situation in a surplus-labor area that will bring 
a new industry in with a substantial payroll. 

Senator Ciark. Can you give us a little bit of a general idea of 
what kind of borrowers you loan this $13 million to? Is that the 
amount ¢ 

Mr. Duacan. I have on call $13 million. I have committed at the 
moment about $5,400,000. 
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Senator Clark. How much is actually outstanding? 

Mr. Duaean. $2,100,000. Ine identally, today happens to be the 
first anniversary of opening our office in Albany. We made our 
first loan in November 1956. We hi ave closed and on the books now 
£2 200,000, and I have ec ommitte d $5,400,000. 

Senator Crark. Can you give us a general idea of the range of 
the amount of your loans ? : 

Mr. Duacan. They range from $10,000 to $400,000. 

Senator CLARK. Can you give us a little bit of an idea of the kinds 
of enterprise the loans have actually been made to? 

Mr. DuecGan. In the majority of cases they have been industrial 
loans for the expansion of industries in the State. That has been 
the main movement. We have financed the movement into the State 
of a number of industries. We have aided in creating some new 
industries. We have made some retail loans. We have made two 
retail loans. We have made one motel loan. I would say the main 
activity has been in the industrial field rather than in the commercial. 
That has been where most of them have been. 

Senator Crark. I wonder if you will turn to any comments you 
may have on the bills before this committee. 

Mr. Duaean. I have not had a chance because of the short time 
that I have known about this to do anything but talk on the telephone 
with a couple of my directors about what you have in mind. I 
would say in reading this the few times that I have, that I can see 
some real need for the kind of legislation you are talking about. 
Being a member of the Northeastern Conference of Development 
Corporations, I can see where some of the smaller communities 
would need this. 

I would also ask you to consider that this Federal Reserve invest- 
ment which is talked about in this bill 

Senator Crark. The witness is referring to S. 2160, the national in- 
vestment companies bill. 

Mr. Duacan. Yes. That that investment possibility be made avail- 
able to existing development corpor ations without the necessity for 
converting to a national charter. This is at first blush now, and I am 
talking right off my shoulder on it. 

Senator CLark. How would you feel about the alternative sugges- 
tion which has come up in the last di ay or two that we authorize the 
Small Business Administration to make loans to development com- 
panies such as your own, and perhaps expanding the definition of 
Senator Humphrey’ s bill, which would do that, so as to make such 
loans available even though the State industrial development corpo- 
ration was ostensibly formed for profit? , 

To make myself clear, this thought would be that your company 
might get additional ¢ apital from the Small Business Administra- 
tion to enable it to expand its activities in New York. When I say 
that I suspect—and I really rather hope that your answer will be 
that New York does not need it. I do not know about Arkansas and 
Maine. 

Mr. Duacan. I would never look a gift horse in the mouth, but I 
feel exactly as you do. 

Senator Ciark. Frankly, does New York need the Small Business 
i ieintotrationt 
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Mr. Duacan. Strangely enough, I formerly headed up the Small 
Business Administration office in New York. 

Senator Crark. There is no conflict of interest at the moment, 
though ? 

Mr. Duacan. We have no ceiling on the amount of loan we can 
make. Right now I am working with the Small Business Adminis- 
tration where I think I will originate a large loan and sell the Small 
Business Administration a participation up to their legal limit. 

Senator Crark. Yesterday we had the American Bankers Associ- 
ation representative and the president of the Maine Development 
Corp. in here recommending that we wind up the Small Business 
Administration because it was not needed. I wonder if you share 
that view ? 

Mr. Duacan. No; I do not. No; I donot. Iam probably preju- 
diced; but I do not. This has been my life’s work, and I think there 
is a need for the Small Business Administration just as there is a need 
for us. 

Senator Ciark. Mr. Duggan, do you have any policy with respect 
to preferring to make loans to corporations as distinguished from 
individual proprietorships and partnerships ¢ 

Mr. Duaaan. No, sir; we do not. One thing I think you must con- 
sider in a proprietorship or an individual company is that to a degree 
you are dependent upon an individual as against an organization for 
continuity. 

Senator Ciark. Of course, if you got a small family corporation 
you are really in the same boat ; are you not ¢ 

Mr. Ducean. Would you please say that again ? 

Senator Ciark. I say, if you are dealing with a small family corpo- 
ration you are really in the same boat, the exception being that you get 
into Federal corporate income taxation, which sometimes makes it 
more difficult to repay the loan. 

Mr. Duccan. We have no real preference on that. If we deal with 
an individual who we think is very important to the continuance of 
the business, we will ask him to take out term life insurance and name 
us beneficiary. 

Senator Ciark. Have you made any loans to partnerships or in- 
dividual proprietorships ? 

Mr. Duaean. Oh, yes, sir; we have. Quite a number. Quite a 
number. 

Sen: itor Crark. Thank you very much, Mr. Duggan, I appreciate 
your coming down here to help us. 

Mr. Dueean. Thank you. LI hope I have been helpful. 

Senator Ciark. We will take a short recess for a couple of minutes 
and be right back. 

(Whereupon a recess was had.) 

Senator Cirark. Dr. Kaplan, we are happy to welcome you here 
and are looking forward to hearing your testimony. I can assure 
you it will be read by all members of the subcommittee, even though 
they could not ne here this morning. 

Do you have a prepared statement ? 
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STATEMENT OF A. D. H. KAPLAN, SENIOR STAFF MEMBER, 
BROOKINGS INSTITUTION 


Dr. Karuan. I have just explained to your assistant, Senator, that 
since I just got in from out of town and the invitation was accepted 
while I was away, any prepared statement will have to come later. 
But I will be glad to give a summary of what it would say. 

Senator Cuark. Frankly, 1 prefer it that way. 

Dr. Kaplan’s statement will appear in the record immediately fol- 
lowing his oral testimony. 

Doctor, just for the record, I wonder if you would mind being 
biographical for a moment or two, so that we can have in print the 
statement of your qualifications, which I think we all know quite well? 

Dr. Kapitan. My name is A. D. H. Kaplan. I am an economist 
on the senior staff of the Brookings Institution. My work on the 
structure and income distribution of the American economy has in- 
cluded studies of small business and of big business in recent years. 

Senator CLark. You even went to the extent of writing a book, did 
you not, on the nature of the problems of small business. Would that 
pretty well cover it? 

Dr. Kapitan. Yes, sir. I made a study for the Committee for Eco- 
nomic Development, Small Business, Its Place and Problems, pub- 
lished in 1948. 

Senator Ciark. And you also, I believe, were one of the key wit- 
nesses at the hearings back in 1950 with respect to the national econ- 
omic policy ? 

Dr. Kapitan. I did present statement on investment capital for 
small business before the Subcommittee on Investment of the Joint 
Committee on the Economic Report, at its hearings in September 1949. 

Senator Ciark. I think you also have an academic background; do 
you not, Doctor? 

Dr. Kaptan. Yes. I got my Ph. D. from Johns Hopkins University 
in 1929, and was on the faculty of the University of Denver in various 
capacities before coming to the Brookings Institution in 1945. I don’t 
know whether more of this obituary is needed. 

Senator Ciark. I think it will be helpful when others read the 
record. 

Doctor, as you know, we are considering a great number of bills 
here having to do with the Small Business Administration and 
whether it should be terminated or given permanent life, or extended 
for a term, and whether the act needs fairly drastic revision, and 
whether we should authorize the creation of national investment com- 
panies, and how the Small Business Administration should coordinate 
its activities with State development companies, if at all, and whether 
it would be wise or desirable, as some of the bills provide, to authorize 
it to make loans to State development companies; and, generally speak- 
ing, the relationship of the activities of the Federal Government to the 
problems of small business. 

If you will just go ahead in that very broad field and let us have 
your thinking, we would be grateful. 

Dr. Kapitan. Thank you, Senator. 
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May I say first that I am impressed with the broad frame of refer- 
ence that is provided by your committee for the present hearings on 
small-business financing. 

Two levels of service to small business appear to be recognized in the 
bills now under your consideration. The bills proposed to extend the 
life of the Small Business Administration reflect your concern with 
emergency aid to small enterprises caught in distress situations which 
call for Government action beyond what is ordinarily considerea legit- 
imate for private banking. On the other hand, your consideration of 
the proposed National Investment Company Act of 1957 shows at least 
equal concern with the more basic aim of sustaining the vigor of free 
enterprise by supplying a continuing regular channel for the financing 
of the common but essential requirements of small business for its 
growth and survival. 

Neither our commercial-banking nor regular investment-banking 
system has been able or willing to deal constructively with the long- 
term and equity- -financing problems of the small enterprise. 

Senator Ciark. I think if you do not mind an interruption 

Dr. Kapian. Not at all, sir. 

Senator Ciark. I would like to say, also, I think a number of 1 
are concerned with what appears to be a oe ney, or, at least there is 
some evidence of a tendency, that small businesses, generally, are hav- 
ing a bad time, and big business is taking over a large rand larger seg- 
ment of the economy, and that that may well have socially undesirable 
aspects in addition to its purely economic implications. 

Dr. Kaptan. With respect to smi all business hav ing a bad time, I do 
not know of any time in the last century, unless it be for short intervals 
like 3 years after World War II, when many small businesses did not 
have a hard time. In historical studies that have been made of the 
mortality of small business—it has been possible, for example, in an old 
community like Poughkeepsie, N. Y., to trace the popul: ition of firms 
back to 1830—the rates of mort ality before the Civil War appear at 
least as high as they have been in the more recent decades. 

Senator Ciark. Let me ask you if you found in that same period 
evidence of the same concentration of wealth which some of us are con- 
cerned with now, or whether that was not something that came along 
in the seventies and eighties ? 

Dr. Kaptan. The amounts involved undoubtedly were greater with 
the development of big companies in the latter half of the 19th century, 
but believe, relative to the total wealth and income of the economy, the 
increase of concentration, so far as it is measurable, has been very 
gradual. In terms of the percentage of total assets and of the national 
income, the distribution is less unbalanced than the size of today’s giant 
corporations would suggest. 

For example, there is not today any company among the largest in 
the Nation that has the dominant position held by United States Steel 
50 years ago, when it represented something like 22 percent of the 
combined ¢ apite al of the 100 largest industrials. 

Senator Crark. I imagjne you are familiar with Professor Gal- 
braith’s theory of countervailing power ? 

Dr. Kaptan. Yes, sir. 

Senator Ciark. I have personally been a little concerned as to 
whether we were now, or ever had been, in a situation where you might 
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have to set up some countervailing power to prevent what, I imagine, 
regardless of their detailed philosophy, everybody would agree was 
an improper concentration of wealth, on the theory that you cannot 
have too much power anywhere, even in the Government. 

Dr. Karpian. The American tradition of free enterprise demands 
on the economic side somthing corresponding to the system of checks 
and balanees we have preserved on the political side. It is a part of 
the democratic process to have such checks. I have run into very 
few people at the big business level who have not felt that our economy 
needs the Antitrust Acts, despite the fact that at particular moments 
they find them great nuisances, or believe the wrong parties have been 
hit, or at the wrong time. 

Senator CLark. And perhaps this week is one such moment. 

Dr. Kapitan. That may well be. But, trying to see the picture in 
historical perspective, I would say that small business has had notable 
stamina over the years in which big business has waxed great. The 
number of firms has kept up with the population inc rease; all but 1 
percent are clearly small business. We should recognize that it is 
normal to have an annual turnover of at least one-fifth of all of the 
operating businesses in any given year. In 1950, out of 4 millon 
firms in apna 348,000 were new entries; 290,000 firms were dis- 
continued ; and 419,000 transferred ownership. 

We have lived with that situation year in and year out. 

Free enterprise entails consider able dropping out as well as the 
new entry into business. That fringe of trial and error, it seems to 
me, is a part of the democratic process, and we have had it. 

Senator Crark. I think I would tend to agree. Do I take it from 
that you are not particularly concerned at the increase in the number 
of failures of small business during the last few years, feeling perhaps 
that that is offset by the increase in the number of starts? We in the 
political field are frequently concerned, because our constituents are, 
at what appears to be a rather disturbing increase in the number 
of small business failures during the last few years. 

Dr. Kaptan. We should be at all times concerned with any turn of 
events which seems to weaken the position of small business in the 
economy, and failures are one indicator. So far as figures are con- 
cerned, the number of business failures is currently running about 
1,100 per month, in a total of 4.3 million operating firms. This figure 
appears high as compared with the average of earlier postwar years, 
when the sellers’ market produced exceptionally few failures. Yet 
the number of business failures today in relation to the total number 
of operating businesses is much smaller than it was in the booming 
twenties. 

When you consider the continuing increase in the number of busi- 
nesses especially the unprecedented increase in the number of new 
entries immediately after the war, it is remarkable that failures did 
not develop from that influx on a larger scale long before this. 

Senator Cuark. I would be grateful to you, Doctor, if you would 
furnish us with a table of statistics in that regard, which, of course, 
you can prepare in your own way. It appears to me that a relationship 
between the number of new small-business starts to the number of 
small-business failures, going back as far as you reasonably can, 
would be helpful to us. 
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Dr. Kapuan. Between the Department of Commerce and Dun & 
Bradstreet, the data on new businesses and on business failures have 
been kept vp over the past 25 years at least, and 1 will be very glad 
to supply a table. The number of business failures immediately after 
World War II was phenomenally low. Conditions were such that 
many with little experience in keen competition were able to profit 
and grow immediately after the war. Now we are at a point where 
small business is finding the tougher going that merits attention to 
its long run as well as its short-term problems. 


Business population and business failures, 1920-57 


| Total | New Total New 

Failures, |operating| businesses Failures, |operating businesses 

| monthly |businesses|} (thou- monthly |businesses! (thou- 
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1947 . 733 | 
1946 , 487 
1945 , 114 
1944 , 917 
1943 , 905 
1942 , 186 
1941 270 
1940 291 
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1 Estimate by Small Business Administration. 
2 Not available. 

3 As of Dec. 31. 

4 Not available prior to 1940. 


Sources: Department of Commerce (Business Population) and Dun & Bradstreet (Business Failures) 


Senator Crark. I guess we would agree, would we not, that we are 
living in an expanding economy ¢ 

Dr. Kapnian. Yes. 

Senator Crark. Accordingly, one would expect in an expanding 
economy small business would be able to keep its relative place in that 
economy. My particular interest is whether it is keeping that place or 
not. 

Dr. Kaptan. It is a debatable question as to whether small busness 
is maintaining its position in the economy. In number of firms, 1 
has kept up with population growth; in share of total employment, it 
has yielded to big business. This relationship between small and big 
business has its ups and downs. Immediately after World War I 
small business got into the peacetime act much more quickly and readi- 
ly than big business. The small enterpriser did not have the vast re- 
tooling problems of big business: he was able to pick up what might 
be sold wherever he could find it. He could charge what the tratfti 
would bear. Its mobility gave it a headstart, but as big business came 
nlong the situation changed. 

Senator CLark. I wonder if we can generalize. Let me enter a dis 
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claimer immediately. I am no expert in this field, but you are. How- 
ever, Lam thinking of the retail field, which we run into every time we 
go out to campaign, and the dissatisfaction that we feel on what might 
be called Main Street at the intervention of the chainstores, and the 
big retail establishments, and the extent to which smaller industrial 
concerns seem to be moving out. 

Yesterday we had some very interesting testimony about the de- 
velopment corporation in Arkansas, where they have adopted the 
policy of not encouraging the movement into Arkansas of brane hes of 
national corporations. They do not actually close the door to them, 
hut their emphasis is on trying to create and maintain local and smaller 
business industries. Of course, that has a good deal of social 
significance. 

Perhaps you have seen Mr, White’s book, The Organization Man. I 
have some concern about how many people in this country are 
working for somebody else with what would seem to me to be an in- 
evitable adverse effect on democracy and the democratic process. So 
this is not entirely economics, but it is partially sociology and polities. 

Dr. Kaptan. You have to separate the two. An economist does not 
live in a vacuum, and he deals with social and political economies. The 
question as to whether small business is holding its own is always be- 
fore us, and the possibility of social changes eliminating certain forms 
of business is always with us. The wheelwright and blacksmith re pre- 
sented a very important part of small business in an earlier period. 
They are out. Others, in filling stations and groups, have taken their 
lace. But the place of small business in our economic future is far 
licen being assured, and it is in the public interest to consider means 
of strengthening its prospects of growth and survival. 

So far as your immediate problem of financing small business is con- 
cerned, I believe that small business is not adequately equipped, under 
existing financing institutions, to get its share of the financial re- 
sources required to keep it healthy. In fact, in view of the larger scale 
at which even a small enterprise must today operate, it may have less 
access to financing than it had in the past. The bank of an earlier 

generation, let us say even as late as 1900, was a mixed bank. The 
banker knew the local businessmen. He took his chances with them, 
often invested with them. In effect, the banker was participating in 
the growth of the local lumber company, or the local factory of one 
kind or another. 

Today banks are more formalized, and more restricted. Moreover, 
in the depression of the 1930’s, protective legislation included the 
divorcing of banks from their investment affiliates, which occasionally 
had served to encourage new and smaller businesses as well as promote 
big ones. 

In the meantime the needs even of small business have grown 
greatly. The type of retail business that could be started with as little 
as $1,500 in the 1930's is likely to require $12,000 or more if it is to 
put up a successful front in the present day. In manufacturing there 
Is no such thing as putting up $5,000 to get started. That figure is 
running closer to $25,000 to $30,000 for the ver y small manufacturing 
business in the low-capital fields of apparel. 

The seale of small enterprise has to step up with the rest of the 
economy—your own conception of a small business is going up to 500 
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employees, which would have been considered huge 20 years ago, 
Yet in the face of these higher requirements, channels of financing are 
lacking to do the kind of mixed banking which existed both in Kurope 
and in the United States in an earlier day. 

We need a special kind of financial institution to serve small business, 
The investment banks of this country, at least their representatives, 
have continually pointed to the fact that when they promote an issue 
of less than $10 million it is a sort of accommodation. On top of the 
necessary advertising, and meeting the requirements of registration 
with the Securities and Exchange Commission, and bearing the neces- 
sary distribtuion costs, it may sell from 50 to 60 percent of the issue. 
The proceeds left to the firm from such an issue are so small that 
it my be said that kind of equity financing is nonexistent for small 
business. It is true that the average bank has been more liberal in 
giving term loans to small business than was the case imme cliately be- 
fore the war. Loans of up to 3 years have been rather common. Even 
when they have been made as 4- to 6-months loans, there have been 
small repayments, so there is an ability to carry on, so that for the 
—— of carrying warehouse rec eipts, or for the purpose of getting 

u little more working capital over a period of time, there has been 
some help from commercial Rieke: But that does not meet the 
problem of major capital equipment, to keep up with technology or 
necessary expansion; or equity capital, to overcome inheritance taxes 
or financing for associates to take over a business from which the owner 
is retiring; or even permanent working capital to strengthen the 
financial position of a small firm. 

Senator CLarK. Dr. Kaplan, would you move up a little bit now in 
terms of your concept of small business and give us your thinking on 
this merger movement, and what appears to be, at least in some quar- 
ters, a tendency on the part of the banks to urge the small- and little- 
sized business to merge with a larger competitor on the basis, first, 
that it is more efficient; and, secondly, that they are not really pre- 
pared to continue to give them loans, especially in those family con- 
cerns where you find they have been looking to the character of the 
particular individual who is perhaps getting a little older? That is 
giving me some concern, even in as large a community as Philadelphia, 
where I know there have been concerns which have been profitable for 
a good many years, and they are under some pressure to get out of 
business and sell out to a larger competitor. I believe it is correct 
that the rate of mergers increased substantially since World War IT. 

Dr. Kapian. True, the rate of mergers did increase from the end of 
World War II right up to about 1951 or 1952 and the merger move- 
ment is still active, though not as great relative to total business as in 
the 1920's. 

The reasons for merger by a small company are varied. Some of 
them represent a need to merge, and some of them represent a desire 
to merge. For most of the years since the end of World War ITI, 
there was more money to be made by many a small firm in taking a 
whopping price for its assets, than it was likely to get by going into 
battle against a tough competitive situation. 

Senator CLarK. Would you not agree also in a family-owned busi- 
ness the inheritance tax problem was an incentive ? 
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Dr. Kaptan. Yes. I could put that as the next situation; that it has 
been necessary, in order to meet inheritance taxes, for some families to 
liquidate the family business. Your question calls to mind that I 
recently asked a responsible officer of a large packing company to 
give me his estimate of the number of Nniacekd or applic ations that 
had been received by that company since the end of World War II, 
from owners of local packing plants, sausage factories, slaughter 
houses and the like, offering to sell out to the big company. The esti- 
mated figure for this 1 big company was 8,000 as a total over the last 
10 years. It is not always an inheritance tax problem. The very 
fact that the top man, the enterpriser and the spark plug, is retiring 
or has died, and that the business would have to be taken over by 
employees who do not have the savings to buy out the firm, may mean 
that the business will either be liquidated or eventually find its way 
into some larger company, because there is no other outlet. 

Senator CiarKk. This may be, and it is, a generalization, but there 
does not seem to be much of a pull to second- and ee level manage- 
ment in big companies to going out and becoming first-level man- 
agement in small companies, does there? In other “words. do we not 
have here, as we do in almost every other aspect of human life today, 
a shortage of trained personnel plus the rewards coming largely from 
the larger company ? 

Dr. Kapitan. I am inclined to agree with your general statement. 
But also, several of the most successful large businesses today were 
established by people who had broken away from still larger busi- 
nesses. In the tin-can business, for instance, the most successful 
competitor of American Can was formed of three of its employees who 
broke away to form Continental Can. When you mention names like 
Chevrolet, Chrysler, or Nash, you are naming men who were once 
employed by Ford or General Motors. 

Senator Crark. That was largely before World War II. Ave there 
examples of that since World War I? 

Dr. Kaptan. Today it may be more difficult for a big-company man 
to start on a small scale. We hear of tec hnically trained men who 
have moved from their employment in big business to start as partners 
in new fields where they can deve lop radepam rele Perhaps Car- 
rier is an example for ee In Carrier, the big development has 
been since World War I. There the engineer broke away from his 
company because he ik he could do better with his cronies in 
setting up air conditioning on his own, although he had a lifetime 
job in the Buffalo works. 

Senator Crark. I think that is all true, and it may well be that 
12 years are too short a time, but no conspicuous examples come to 
my mind of that situation since World War II. It may be that ] 
am just uninformed on it. 

Dr. Kapitan. I think a number of airplane con a Aa were little 
fellows until World War IT and have done their biggest branching 
out, not in the war, but since the war. 

Senator CLark. I think that is a somewhat special situation. 

Dr. Kaptan. They are usually special situations, Senator. The 
question is whether enough of them are accumulating. T do not know 
where the big businesses of tomorrow are in little businesses today, 
but in the thousands of new electronics units you have as proprietors 





212 CREDIT NEEDS OF SMALL BUSINESS 


men who were the research men for very large companies. That is 
how they knew there was a need for their new business and got an 
idea of the money possibilities in them. 

Some of these are men who have worked the changes both ways. 
First they broke away from the big companies’ employment, and 
then showed enough success as proprietors so that the big companies 
got them back again by buying their new firms. I find it very hard 
hard to take a generalization that says there are not people in big 
firms who are willing and able to break aw ay from big firms and start 
something that may be successful. I do not think we have allowed 
enough time to judge. 

Senator Crark. I would not want to make such a generalization, 
but I am interested in getting your comments, and we are getting 
them, and they are very he Ipful, on the extent to which the merger 
movement. since the end of World War II, not only in industry but 
in banks and in retail establishments, poses a threat of an excess 
concentration of power in a relatively small number of hands. 

Dr. Karan. We could very well be in a trend in which small 
business will be slipping in its relative share of the total national 
business. I think it is true that a larger share of the employees of 
business is in big business than was the case immediately at the end of 
World War II. I think that is true. 

Senator Crark. Having arrived at that point what, if anything, 
should we do about it? 

Dr. Kartan. The one best offset to the increase in employment. in 
big business would obviously be the effective encouragement of growth 
in small business, so that there will be more employment offered by 
sms ne business. In that connection, it may be noted that we are having 
a great increase in the number of people that have joined the ranks 
of tl aa -employed, although the ‘y are not classified among business 
firms. In the first place there is the growth in number of profes- 
sional people maintaining their own offices. There are also many 
wh © provide services on a contr: “ basis without actually mi uintan ling 
offices. Furthermore, not all of the growth in employme nt has been 
in big business. Many import: iz new services are being rendered 
under Government employ ment which, in turn, requires expenditures 
by Government from private business. We must expect, however, 
that big business, operating in capital intensive areas where the opera- 
tion requires large-scale production and large numbers of people, will 
probably continue to tale al: arger percentage of employees 1 in business 
than small business takes. I think that trend will probably be a diffi- 
cult one to reverse. 

Senator CLark. Could we put it a little differently and say that the 
inerease in big business is more obvious and spectacular in manufac- 
turing a a in industry than it is in what we are now beginning to 
eall nongoods activities / 

Dr. Kaptan. Yes, sir: that may well be the case. It is also possible 


that some seoments of b io business will find 1 | t desirable to let gO tO 


smaller supphi ers or customers some activ ties that big business has 
itself carried on. It ern for example, that a few large manu- 
facturers have given up their direct wholesale distribution to put it 
in the hands of independent wholesalers. Apparently a larger per- 
‘entage of the filling stations is today run by proprietors as against 
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employees of petroleum companies and the various types of agency 
contracts, than was the case 25 years ago. 

Senator Cuark. Are they really independent, or is not their eco- 
nomic survival so tied to their supplier—— 

Dr. Kaptan. That is not uncommon with dealerships elsewhere. 

Senator Cirarx. And the same situation applies with respect to 
automobile dealers, although that has been corrected to some extent 
in the last year or two. 

Dr. Kaptan: I think in any such situation your dealer is perhaps 
seeking a certain amount of protection for which he pays a price by 
taking the guidance or the rules of the firm from which he gets his 
agency. That sort of tieup would not be sought by an independent 
type of proprietor who does not want to have his business hand held 
for him. 

Senator Crark. As far as the filling station proprietor is concerned, 
he is not much more than an employee i in actual fact, is he? 

Dr. Kaptan. But I think he is still different — the employee of 
the petroleum companies, who has not invested in his station. The 
petroleum companies themselves found that if the headaches of run- 
ning the filling station were taken over by these proprietors, there 
was more opportunity for the big companies to concentrate on finding 
oil and getting crude and reaching out for new large-scale markets 
and concentrating on their refining. 

Senator Crark. Dr. Kaplan, this is all very interesting, particu- 
larly to me, but I wonder if now we could turn our attention to what, 
if anything, this committee ought to do. 

Dr. Kartan. I would like to turn to your national investment com- 
pany bill. I believe that the National Investment Company Act, or 
an equivalent of it, represents an attempt to fill a gap that is very 
important to fill in our economy. In speaking for it, I am not claim- 
ing that all of the ills of small business are due to inadequate financ- 
ing. I know that in studies made in the depressed 1930’s of the 
reasons for failures of businesses, the mere getting of inadequate 
financing proved by no means to be the whole story. The inability to 
get financing very often reflected deficiencies in management and 
attempts to do on a shoestring what should not have been attempted 
on a shoestring. Small business needs financing that is coupled with 
some recognition of management problems. 

So in connection with the financing of small business for its capital 
requirements, the area that needs the most cultivating, with regard 
to that I believe th it something like a National Investment Company 
Act is essential, because the last generation has not shown any spon- 
taneous development of a type of private banking enterprise or in- 
vestment enterprise that would cater primarily to the small business, 
and that would find it profitable to do for the small business all that 
needs to be done along with financing. 

While I would like to see this area cultivated on a strietly private 
basis with no relationship to quasi-public institutions, I have come 
to the belief that there is not much chance of getting that particular 
area financed in that way. 

Senator CuarK. Could you give us your thinking about this alter- 
nate. proposal which has really only come up, as far as I am con- 
cerned, in the last few days, of greater encouragement of the State 
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development company as opposed to creating the national investment 
companies ? 

Dr. Kapitan. I see no objection to giving encouragement to any 
group that would attempt to find any new outlets for small business, 
But I seriously question the effectiveness, so far as the interest of 
small business is concerned, of substituting aid to State development 
companies for the Federal Reserve supervised plan in your Senate 
bill 2160. We have had community development corporations for 
many years, and they have made no appreciable dent in the financing 
of small business. 

The recent State development companies in some States have a 
broader base. I am fully in accord with the plan in your bill to give 
them priority in n establishing a national investment company in their 
respective areas. I believe that they can be more effective under the 
general qunevetahen of the Federal Reserve banks than off by them- 
selves. During World War II the Federal Reserve banks, notably 
those of Boston and Philadelphia, developed experience in handling 
financial problems of small- and medium-sized businesses which were 
unable to obtain needed financing from other channels. The other 
Federal Reserve banks, even if to a lesser extent, have had similar 
experience with section 13—B bases. 

Sponsorship under Federal Reserve banks would give the national 
investment type of company financing the status of a definite place 
in the banking system. Such a company would be the natural chan- 
nel to which the commercial bank could refer its client whose needs 
for long-term loans or equity capital could not legitimately be met 
by the commercial bank itself. 

The attack on this problem of meeting the varied financial require- 
ments of small business has not been effective on a piecemeal basis. It 
requires a mass effort, and among the alternatives presented I do not 
see any that carries with it the power and prestige inherent in the 
affiliation with and supervision by the Federal Reserve. 

Senator Ciark. I would like to get your opinion on this, Dr. Kap- 
lan. There seems to be a reluctance, and I think there is a reluctance, 
on the part of the Federal Reserve Board to get into this national 
investment company situation. Whether that is sound or not I do 
not think you and I need to decide this morning. The alternative has 
been proposed that the Small Business Administration should be 
authorized, under one of the bills sponsored by Senator Humphrey, 
to make loans, perhaps on a matching basis, to State development 
companies. 

We had some very interesting testimony about Arkansas yesterday 
where the State authorized a State loan of up to $5 million to the 
Arkansas Development Corp. on the basis of its having raised $1 mil- 
lion of private capital to make loans for the development of small 
business. The suggestion was made by the Arkansas people who were 
here yesterday—and I must say made quite a favorable impression on 
the subecommittee—that we could use the matching funds grant basis 
so that the Small Business Administration would match the funds 
put up by the State, thus requiring some more initiative at the local 
and State level than might be the case if we had the whole thing 
operated through the Federal Reserve banks, although, of course, we 
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all know the Federal Reserve banks are privately owned. Still the 
Federal Government would not intrude quite as much in that. 

Together with that we would be interested in getting your views 
as to whether the Small Business Administration, whether expanded 
in authorization that way or not, should be made permanent or should 
continue on a temporary basis, or, as the American Bankers Associa- 
tion recommended yesterday, should be shut up as a quasi-socialistic 
enterprise which should no longer be tolerated in a free economy. 
What bothers me personally about the national investment company 
approach is where are they going to get the private capital? Or, 
are we going to find that the Federal Reserve banks are putting up 
all of the money # 

Dr. Kapitan. May I start with the first question, about the Small 
Business Administration. The Small Business Administration has 
a very Important area to cover in its present framework, namely, 
taking care of distress situations = ‘re the small business has tried 
the other channels and has found i t impossible to get its help, and 
where the public interest is served directly by Government loan or 
guaranty. ‘This line of defense that the ‘Small Business Adminis- 
tration is thus one of the many types of social aid which are neces- 
sary in a private enterprise system. But I think it would be a dis- 
service to associate the undertaking of investment banking in small 
business—which is an experiment one hopes will be very profitable 
some day but on which a great deal has to be learned—it would be a 
disservice to tie it up with the Government financing that the Small 
Business Administration was primarily established to administer. 

We can best serve this whole effort at getting capital backing for 
small business into the financial picture if we set our sights on its 
becoming, eventually, private investment banking. The function of 
the Federal Reserve banks is to provide initial capital and impetus. 
What we must face is the fact that the average person in the banking 
field would regard himself as someone who needs to have his head ex- 
amined if he went into the small-business field and gave it all the 
service that it needs, especially in the early years, unless he were a 
person or a group with a tremendous fortune who wanted to hand it 
out on a no-return basis for the first 5 years. 

There has been some experience along the line of a national invest- 
ment company in Canada. The Industrial Development Bank of 
Canada was started because of a conviction that there was a great 
need to develop small- and medium-sized business for the growth of 
Canada, before they knew that Americans were going to go north 
and pour their money into Canada. The IDB put money into some 
of the less than spectacular enterprises, and they say very frankly 
that when it was started in 1945 it had many tricks to learn. It had 
to learn, for instance, that sometimes you can lend money and have 
a better chance of getting the money back if you charged no interest 
at all in the first few years but let it all get plowed back when there 
was a special growth situation involved. Sometimes it will have to 
take a combination of instruments, like a mortgage as collateral and 
some notes in addition, on which it is paid interest, plus some stock 
inthe company. It may have to make the borrowing company agree 
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to accept management advice—advice which the Industrial Develop- 
ment Bank was not able to give fully in the beginning but which it 
was able to see provided from the outside. Thus the combination of 
better management went along with the putting in of funds, and 
IDB is just beginning to get returns on its money, some 10 years 
later. 

Senator Crark. Who put up this money # 

Dr. Kaptan. ‘This was put up by the Bank of Canada. 

Senator CLrarKk. Which is government owned / 

Mr. Kapian. Yes, it is. And yet it is operating, so far as I can see 
at this distance, with a very considerable amount of independence as a 
private enterprise. 

Senator Crark. We do not have any comparable setup here, do we? 

Dr. Kaptan. Wedonot. Britain tried one following the McMillan 
report, and I am not too familiar with just how it has been carrying 
on, but it was supposed to develop along the same lines. 

Senator CLark. Then do I take it that your thought would be if we 
are going to do down here what they did in Canada it had best be done 
through the Federal Reserve System rather than through the Small 
Business Administration ? 

Dr. Kaptan. Without pinning it down to the Federal Reserv sys- 
tem as the only alternative, although I am inclined to be in sympathy 
with the idea it is the most available source right now, I do believe 
some organization other than a Government lending agency should get 
into this thing. I do not know of any better quasi-public institution 
that could get into this thing than a bank affiliated with the Federal 
Reserve, stepping in to provide the initial funds. It can wait for the 
commercial banks to break down thir resistance to this project as they 
find out that it can be profitable. The banks may well get into the 
act the way they did with the once nonrespectable installment 
financing. 

I think, considering the importance of liquidity to the commercial 
bank, that it is bound to be a very conservative type of institution, 
and maybe we want it so. As things now stand, it would be hard to 
name a half a dozen banks of any stature in this soma who would 
be willing now to plunge into this mall business capital financing. 

Senator Crark. Then your thought is this capital essentially has 
to be in one way or another commercial banking « ‘apital. You are 
not going to get—I am attempting to paraphrase what I think is your 
idea—you are Mars going to get investment banking concerns, and 
concerns like J. H. Whitney & Co. (in New York, for example), to 
put private money into this sort of thing. 

Dr. Kaptan. That’s right. 

Senator Ciark. It is just not going to come about. 

Dr. Karian. There is just too much service that has to be given 
for it. You have to get people used to the idea they must pay for 
this service; or, either they pay for it on a fee basis, which many 
of the small firms could not afford right away, or partly on a fee 
basis and partly in giving some of their shares to this investment 
outfit, with the investment outfit gambling along with the company, 
with a chance to make a profit ; or a chance for the investment company 
to make a profit, so that if 2 out of 3 propositions sour there will be 
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enough profit in the third one to make up for the losses in the earlier 
years on the other 2. 

" That idea is not too strange. There are some commercial banks in 
New York which have a rule of thumb with respect to apparel firms: 
“If the firm is capable of having 1 good year out of 3 it isa good risk, 
and we can get our money bac k and keep going with them.” 

I do not see where else the funds can come. In the 1950 version of 
the National Investment Act, which had a somewhat different form, 
the suggestion, in which the then Federal Reserve Board concurred, 
was to start financing with the $135 million that was available as a 
reserve to the Federal Reserve Board for carrying on the section 13 (b) 
program—and I think you are familiar with that program 

Senator CLark. There are somany. Will you identify it by form? 

gp Kaptan. The section 13 (b) paragr aph i is the one your act says 
is to be eliminated if the National Investment Act comes through. 
That was a program in which you supported or backed up the RFC 
lending by taking over established businesses that seemed to be so 
weak and so nearly on the rocks that they could not take their place 
in production, particularly defense production, immediately before 
World War II, but needed some financing in order to be able to take 
on contracts and be in a position to produce. 

That was distress money too, although it developed that a number 

of solid firms were built up out of those that were in distress. Some 
branches of Federal Reserve were interested in it. Those resources 
are presumably still available. 

Senator CLark. I do not think there is much steam behind the pro- 
gram though. 

~ Dr. Kartan. Perhaps not just now. The Federal Reserve bank in 
general, I think, does not want to go into the operations it associates 
with other banking, and I would not be at all surprised if a representa- 
tive of the Federal Reserve bank comes along in connection with these 
hearings and expresses as their general philosophy the point that it 
does not want to be drawn into banking. 

Senator CLark. That is what concerns me, although I do not want 
to anticipate testimony. 

Dr. Karian. I think I can see your point. 

Senator CLark. I am concerned with it, and I think they are very 
apt to say to us, “For goodness sake. We have enough to do without 
this. Give another agency the job. Maybe it needs to be done, but 
that is not our affair. 

Then to come back to what you said, that unless we can build up 
the State development. corporations with financing made available by 
the Small Business Administration we have no alternative but to say 
to them, “We are looking for a horse. We are going to bring you to 
water and by gosh now you have to drink.” 

Dr. Kaptan. It has been made clear, it seems to me, in every act of 
this sort that has been attempted, that. the purpose of the Federal 
Reserve's financing is, first, the availability of its funds; and, sec- 
ondly, the fact that it can furnish some good guidance in an area 
in which these national investment companies need guidance. The 
investment companies are to be given privileges you are not giving to 
the commercial banks. In connection with special privileges there 
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has to be provision for special responsibility. The Federal Reserve 
Board is in the right neutral position with respect to that area of 
supervision. 

The other point in all of these schemes is the understanding that 
just as soon as the Federal Reserve banks can find others who are will- 
ing to get in because they find the swimming is not so bad, each Federal 
Reserve bank will cheer ‘fully give up its stock and be very glad to sell 
it out. It would bea sort of temporary trustee while it is helping this 
new institution of investment banking to learn the ways of the trade 
and how it can be made profitable. 

It is an experiment, and for that you cannot expect private enter- 
prise to participate if it does not see immediate profitable opportuni- 
ties. 

Senator Ciark. The thing that concerns me is in my relatively brief 
experience a bi unker is not a very good experimenter. 

Dr. Kaptan. He is not supposed to be. 

Senator CLiark. And these fellows who are all steamed up about 
State development corporations might be psychologic ‘ally better 
equipped if they had adequate supervision to do this job rather than 
the banks in the Federal system who are pretty conservative. 

Dr. Kapian. I agree that it has to be a specialized bank with an 
appropriate attitude and means to implement it. There are many 
commercial banks that have people around with good judgment who 
can give offhand advice; who can listen to a man and give him good, 
sound advice, but they are not equipped for the kind of management 
counsel which must go with this type of lending and risk taking. 

It would be wasteful, I think, to put in financing without adequate 
management backing at the management level; and that is an experi- 
ment that I think requires some public pump priming to carry through. 
Yet I am rather concerned about the suggestion that the final answer 
to this be another Government lending agency. 

Senator CLark. I agree with that. 

Dr. Kapian. I think the Small Business Administration is doing 
as fine a job as can be done within the framework of legislation it has 
at the present time, but I do not think that it is the kind of agency 
which is set up to move quickly into a completely private area of 
investment banking for small business. 

Senator Crark. I think we all agree that is the objective. Thank 
you very much, Dr. Kaplan. I appreciate your coming down here 
and being so generous with your time. 

Dr. Karian. Yes; and I hope there will be a chance to look at these 
random notes and do a little editing on them. 

Senator Ciark. Yes, indeed. As a matter of fact, if you have the 
time—and I do not want to impose on your time—I would be most 
grateful to you if you would take a look at the record we have made 
so far and give it the benefit of your thinking. We are not going to 
do anything here for a week or two anyway. 

Dr. Kaptan. I will be glad to have a look at the transcript. 

Senator CLark. Thank you, sir. 

Now, Mr. Adair. We are very happy to welcome you back, Mr. 
Adair. I remember your provocative testimony when you were here 
on another matter earlier. 
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STATEMENT OF JOHN A. ADAIR, PRESIDENT, EXCHANGE NATIONAL 
BANK, ATCHISON, KANS. 


Mr. Aparr. Thank you, Senator. 

Senator CLark. I see you have a rather comprehensive statement 
here which I would be happy to put in the record and then if you would 
comment on the specific matters which are before the subcommittee 
now it would be appreciated. We are going to invoke the rule of 
relevancy on you and ask you to confine yourself, if you do not mind, 
to the bills we have under consideration. 

Mr. Apair. Senator, Thank you very much. I am frankly im- 
pressed with the breadth of the testimony which preceded me and the 
quality of the questions. I had not, and I do it humbly, meant to refer 
to my background. 

Senator CLark. I think you should put it in the record. 

Mr. Apatr. Perhaps it will help in view of the recent testimony. 
My name is John A. Adair. Iam president of the Exchange National 
Bank in Atchison, Kans. We are about a $12 million bank, 100 years 
old, which means it has a net worth of around $800,000 to $1 million 
depending on what you want to count. Iam 45 years old, a graduate 
of a liberal arts schools, Sewanee, where I have my bachelor’s. I have 
had the pleasure of working with the Government in NRA here in 
Washington in a division which concerned itself with small business. 
I had my master’s degree in banking from Harvard Business School 
and I hope you will understand that this is said in humility. I gen- 
erally do not admit this. In Kansas it is generally more of a liability 
than an asset. I mention it because I have done considerable research 
and I have recently sent a questionnaire to nearly 600 Federal Reserve 
member banks in the 10ch district concerning the question of the appli- 
cation of Federal Reserve Bank earnings and some other matters. 
This was done in connection with S. 1451 and the House counterpart. 

Senator Crark. Off the record. 

(Discussion off the record. ) 

Senator CLark. Mr. Adair’s statement will be made a part of the 
record at the conclusion of his verbal testimony. 

Mr. Aparr. Thank you. IL refer to that questionnaire because I am 
doing the same thing in connection with this legislation. I will send 
to the 600 banks in the 10th district questions concerning the Small 
Business Administration legislation and particularly with reference 
to the application and continued use of provisions of section 13 (b) 
of the Federal ee Act. 

[ was in the Navy for 4 years and ran a small business which was 
a communications department actually. Thad been with the Northern 
Trust Co., seanab hy the country” Ss 20th largest bank, pric 1 to that time 
as its junior loan oflicer, 
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Mr. Apatr. Yes,sir. I left banking. Iam one of those people who 
left large business and went into a business for ourselves. My wife 
and I own the controlling interest in this bank in Atchison. I can 
assure you that the problems of small business are rough and rugged 
and I have worked harder in running this little business with all of 
its other problems than I ever did in the Navy or the Northern Trust 
Co.: but I love it. 

I am strongly interested in industrial development. I have been 
and I am actively interested in the organizations in our community 
which involve two companies which have capital in them of a public 
nature, and of course the chamber of commerce. Both are affiliated. 

In addition I have contributed myself to the expense of trying to 
locate new industry. Westill turn over stones in Atchison looking for 
new business, and have not found any yet. I have been there 5 years, 
But I think we are making an improvement in operating efficiency and 
financing of the business that is there. If we can keep the local busi- 
ness going and expanding that we have, that is the first step. The new 
business comes second. 

Senator Cirark. With that background, which is very help ful to us, 
I wonder if you would turn your attention to the legislation this com- 
mittee has under consideration. 

Mr. ADATR. Yes, sir. First I only wish to oppose certain sections 
of that legislation which I am not certain is in front of the Senate, but 
the reference is to H. R. 7 MAT t. 

Senator Crark. The extension of the Small Business Adminis- 
tration is before us and I would like to fasten on that. Do you think 
it should be made permanent, shut up, or extended ? 

Mr. Apatr. I skies in just extending it temporarily, and IT am 
somewhat opposed to a broac lening of the direct ending functions. 

Senator Clark. Will you expand a little bit on tha 

Mr. Aparre. Yes, sir. I believe that my written eatigusle here will 
cover my basic philose op v with reference to the fact that it is de- 
sirable for pr ivate banking to pick up the job. 

Senator CLARK. The problem which confronts the comm! ittee and on 
which we would like to have your views is whether in your judgment 
private industry can and will pick up the job. 

Mr. Apatr. In my opinion private industry—and T am talking about 
credit now—can do a subs tantially | petter job th; an it is how doing if we 
do a number of things, the first of which is, for goodness sake, let us 
not rescind section 18 (b). Iam trying to follow this bill here. 

In my testimony I think you will find that this ve ry valuable power 
of the Federal Reserve banks which has handled over 3,780 applica- 
tions since it was imposed and came into being in the thirties, and 
loaned over three-quarters of a billion dollars, and saved many, many 
industries 

Senator CLiark. Let me ask you this: Is section 13 (b) being used in 
your Federal Reserve district at the moment / 

Mr. Aparr. Yes, sir. Ihave the statistics m my statement and more 
particularly I have been party to one use of it in our own town. J] 
h: ave been instrumental in its use in another instance. By the way, 
that involved the saving of a very fine company owned by two colored 
gentlemen which came out of it ; and they are completely on their own. 
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They own a rock quarry business in Nebraska, Missouri, and Kansas. 
It is a three-State operation. 

Secondly, I was party to causing another very old branch firm in 
our area, the Seymour Packing Company of Topeka, to avail them- 
selves of that credit, and it was saved. 

Senator CiarK. Do you think that the Federal Reserve people in 
your area are symp: athetic to section 13 (b) 

Mr. Apatr. I would like to refer you to the record of the Federal 
Reserve Board immediately after the war, and it is in the record, in 
which they said, “We have to have an expansion of this authority. 
This is the answer to the small business and reconversion problem.” 

Senator Crark. We understand, but we get the impression that 
that enthusiasm pretty well evaporated, and as of today the Board has 
given the | enploaenn, although to be sure it is implicit and not explicit, 
that they are a little bit tired of it and would be vlad to be out of it. 

Mr. inn. I have covered all of that in detailed testimony, and 
there has not been a presentation of the facts. Secondly, the views 
of the present Federal Reserve Board in Washington may be at sub- 
stantial variance with the 600 owners of the Federal Reserve banks 
in the 6th, 8th, and 10th Federal Reserve districts, and I will give your 
committee the statistics on the 10th in the next 2 or 4 weeks. 

Senator CLarkK. We would apprec late that. I wall ask you if you 

can expedite it because we are hoping to get a bill out by the end of 
this month 

Mr. Aparr. I will do the best I ean. I am delighted to invite your 
attention to the fact that the other questionnaire which I have com- 
pleted, which relates to S. 1451 had a response which was right sur- 
prising. I got a 24-percent response, which, I understand, is quite 
high, from the member banks. Of the 150 that came back, by the way, 
50 had not read the bill. Mind you, only the national banks received 
a copy of S. 1451. But I was quite impressed with the fact that of 
the other 100 the sy had read the bill. In other words, two-thirds had 
read it. Incidentally, on the point I presented to them, which relates 
to the application of Federal Reserve bank earnings— 

Senator CLark. I am awfully sorry but we are not concerned with 
S. 1451 in these hearings. 

Mr. Apatr, The point was they all came back and said they wanted 
regional hearings on these things that are important to banking. 

Senator CLarK. Yes. Can you give us some information on the 
extent to which section 13 (b) is being used in your Federal Reserve 
district? That we would be very happy to have. 

Mr. Apair. The historical record is here. I believe we will find 
probably two-thirds of the bankers do not even know that the author- 
ity exists. 

Senator CLtark. I am wondering to what extent—— 

Mr. Apatr. I have had an application this year and we were dis- 
couraged at putting it through because this is a tight-money period. 
Also the Federal Reserve Board had passed out the word apparently 
that they did not want to continue this, going back to the 1955 testi- 
mony of Mr. Balderson on the National Investment Act which I refer 
to here. 

I would like to go to the next two points. Our legal limits need 
changing. We have had inflation—— 
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Senator CiarKk. | am awfully sorry, but it is not relevant, and we 
have to confine this to matters before this subcommiciee. 


Mr. Anair. The ability of our banks to lend and extend further 
credit both qualitatively and quantitatively is determined by a num- 
ber of things. The quality of management in the banks is one. We 
are in bad “shape. We need a lot of work. That is covered in here. 

Secondly, our laws need some adjustment. We are talking about 
the Federal Reserve law and will also get into the law pertaining to 
the individual banks. 

Senator CLrark. But the trouble is that is not before us now. 

Mr. Anarr. O. K. 

Senator Crark. What I really want to know—and perhaps you 
would go back to where we started a minute ago—is what vou think 
should be done with the Small Business Administration. I gather 
you tentatively thought its life should be extended for a couple of 
years. Isthat right? 

Mr. Apatr. I am in favor of an extension of the act at this time. 
Yes, sir. I am not in favor of a permanent institution at this time, 
and I am basically opposed to its direct lending activities until we 
can demonstrate that an expanded and better job cannot be done by 
the commercial banking business. 

Senator Crark. Right. In other words, your position is a little 
bit, shall we say, to the left of the American Bankers’ Association, 
which wants to shut it up ? 

Mr. Aparr. Yes,sir. That is correct. 

Senator Crark. What do you think about these bills for the na- 
tional investment companies / 

Mr. Apatr. I am not qualified, and I have not made any study of 
these facts. 

Senator Crark. Do you have in your area a State development 
corporation / 

Mr. Apair. We have authorized a development company in the last 
legislature, and I believe one corporation has been founded under 
that act. 

Senator Ciark. Does that movement have any steam behind it in 
Kansas / 

Mr. Aparr. It is a little difficult for me to say. In our whole five- 
State area 1 would invite your attention to the fact that the bankers 
adopted their theme—and I am vice chairman of the Kansas Bank 
Management Commission 

Senator Crark. What is that Kansas Bank Management Com- 
mission / 

Mr. Aparr. That is one of the divisions of the State banking asso- 
ciation. Werun aclinic, which is going on in Lawrence at this time, 
in which we try to upgrade our people and management and also 
define objectives for the banks to pursue which will help the banks 
in their areas. The whole five-State area is losing population and 
we are in bad shape. We need to industrialize. We have been 
afflicted with drought and other disasters. 

Senator Crark. Is not the development company a good way to 
do it? 

Mr. Apair. The Bankers Association was in favor of that. I think 
you will find that the individual bankers, if given an opportunity 
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to voice themselves, have definite ideas abont this legislation. You 

‘annot get it solely through the American Bankers Association and 
you cannot get it solely through the Federal Reserve Board. 

Yes, we are interested in it and we would hike to have an oppor- 
tunity ‘to see if industry cannot do a better job and to see if we cannot 
come up with constructive suggestions to Wasiington which will 
help get this job done; and it needs it. 

Senator CLarK. Of course we can get into that at a Jater date, 
but right now my job is to complete thane hearings and make a report 
on these bills. I think I have your position pretty well on the exten- 
sion of the Small Business Administration. You said you had not 
made any study of the national investment companies. 

Mr. Apatr. That is correct. However, the capital of the Federal 
Reserve banks here and the lending power of the Federal Reserve 
banks must have a further analysis made, I believe, with a determina- 
tion that there is some means to put that private industry capital 
juto effective use for the benefit of business and banking. 

Senator CiarK. You heard Dr. Kaplan’s testimony earlier, did 
you not ¢ 

Mr. Apair. Yes, sir. 

Senator CLark. Are you generally sympathetic with it? 

Mr. Apatr. Yes, 1 am. I was intrigued. I am not quite certain. 
He wants to throw in the towel. He says he does not believe private 
bankers can get the job done, but he says, I believe, we have got to 
save small business. So I will go along if he says let us continue as 
we are and not make any more appropriations. Basically private 
industry should do it. 

Senator Ciark. Of course private industry would do it through 
these national investment companies. 

Mr. Apatr. Again you are getting into the details of that and I 
am not familar with the details. 

Senator CLark. Finally, do you, from where you sit, have any hope 
of a sort of aggressive and helpful movement coming out of these 
State de ‘velopment companies ¢ 

Mr. Apair. I do not think there is any question about it. I think 
it is fine and it is good. 

Senator CLark. That is on the way / 

Mr. Apatr. Yes. 

Senator Ciark. Are they going to be able to get the capital they 
need to do an effective job, from private industry and private banks 
in the area, or is it going to be necessary, as we were told yesterday, 
when we had some very good testimony, that they feel you are going 
to have to get. both State and Feder al mone y, because in Arkansas 
they say there is not any private capital available and the State is 
too poor. How about in Kansas? 

Mr. Apair. You have to break the thing down obviously between 
loan credit, assured no-risk credit; and, secondly, we will call it de- 
benture money that may have some risks attached to it but not much; 
and, thirdly, equity capital. The equity-capital problem is the tough 
one. I believe, frankly, pumping it out federally is not going to do 
the job. The means of preserving private capital relates more im- 
portantly to the tax laws of this country. Our bank will be in trouble 
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if I kicked off because what will happen to the control of the bank. 

Senator Crark. That is the inheritance-tax problem. 

Mr. Aparr. Yes. And our bank cannot buy stock, for example. It 
sannot clear my estate. It has its peculiarities. I do not believe that 
the Federal Government can provide equity capital either, directly. 
There is a definite effort to do it indirectly by subsidy in one form 
or another. 

Senator Crark. We are all in accord on that. The principal prob- 
lem at the moment, and it is just the short-range and immediate prob- 
lem, is whether the Federal Government should, on some kind of 
matching basis, go along with State development companies and 
perhaps with State governments and make long-term loan capital 
available to help small business develop in your area 

Mr. Aparr. I question it. I question it. 

Senator Crark. Thank you very much, Mr. Adair. I do not want 
to cut you short. Have you pretty well covered what you have in 
mind? 

Mr. Apatr. You have indeed been very kind to me. I am here asa 
small-business man and I think I am presenting to the Banking and 
Currency Committee the fact that there may be some need to review 
banking legislation because of its importance to small business. 

Senator Crark. You have made that point very clearly. 

Mr. Apatr. Yes, sir, and I would like to make one other point. I 
believe you have really got to get in and concern yourself with these 
10,000 small banks in this country. It is the best way I know of per- 
haps to preserve small business. It is the biggest segment. It is a 
retail business. You had better work with it. 

Senator Crark. What Dr. Kaplan said is pretty much true T think, 
do you not think so? That back in the 1880’s and 1890’s in one way 
or another the small banks were really investment banks as well as 
commercial banks. They had a stake in the local lumber company, 
and so forth. That is pretty well pushed out of the picture now; 
is it not? 

Mr. Apatr. That is correct. However, IT am mindful of the fact 
that the Northern Trust Co. set aside a certain amount of capital and 
said, “We will make this available for small business risks. Those we 
would not otherwise take on as business credits.” 

Senator Ciark. How did they do it? 

Mr. Apatr. Administratively. Of course they were trving to extend 
credits which were credits and not equity capital. But the main thing 
was that that took the examiner off your neck. The examiners were 
told, “We will make this amount of credit available as a matter of 
policy.’ 

Senator Ciark. Were they term loans? 

Mr. Apatr. They were term loans. And in the banking mechanism 
itself we have a reserve for bad debts. I did not expect to recommend 
this, but there may be a means of taking the heat off the banks and 
providing some funds and enabling, and encouraging, and inducing 
them to be somewhat more liberal. 

Senator CrarK. Of course. that is what we are working for. Thank 
you very much, Mr. Adair. We appreciate your help. 

Mr. Apatr. T appreciate vour kind interest. 
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(The prepared statement of Mr. Adair follows :) 


STATEMENT OF JOHN A. ADAIR, PRESIDENT, EXCHANGE NATIONAL BANK, 
ATCHISON, KANS. 


My name is John A. Adair, and I am president of the Exchange National Bank 
of Atchison, Kans. I am not only a banker but a small-business man employing 
30 people. Much of our business involves the extension of credit to small busi- 
ness organizations and consultation with their principals. Considering the fact 
that I have initiated a questionnaire in respect to the recommendations made 
to your committee today, to each of the 600 National and State Federal Reserve 
members banks in the 10th Federal Reserve District which comprises Nebraska, 
Kansas, Oklahoma, Colorado, New Mexico, and parts of Missouri and Wyoming, 
the replies to which will be made available to this committee at a later date, it 
is possible that some of the views expressed may represent a cross-section of 
banking opinion and therefore of more value to you gentlemen than if they were 
solely mine. 

My purpose here today is threefold. 

First, I wish to oppose passage of those sections of H. R. 7474, Small Busi- 
ness Act of 1957, which would authorize and appropriate $500,000 for the mak- 
ing of loans to small business as provided in section 102 (c) and 106 (a) and 
establish a permanent independent agency to further expand the direct or 
indirect lending activity of the Federal Government. 

Secondly, I wish to urge that your cOmmittee consider certain amendments to 
S. 1451, Financial Institutions Act of 1957, already endorsed by the full com- 
mittee and passed by the Senate which will encourage a greater flow of funds 
from the private banking and credit system to small business and those segments 
of private enterprise which constitute sound risks yet from time to time credit 
risks which banks either would not or legally could not assume without a 
guaranty. Furthermore, I do not believe that the essence of these proposals 
will prove either controversial or unacceptable to the regulatory agencies con- 
cerned. 

Thirdly, I wish to invite the committee's attention to the very serious prob- 
Jems facing the largest segment of corporate small business in the country, 
namely the 10,000 commercial banks each with deposits under $6 million net 
worth, typically ranging downward from $400,000. These banks necessarily 
have much to do with the extension of credit and perhaps of equal importance 
financial counsel to the Nation’s small-business man whether he is in agricul- 
ture, commerce, or manufacturing. A number of factors which inhibit the 
small bank in performing this vital function can be removed if timely legislative 
initiative is taken by your committee during this session of Congress. In other 
respects, the long-term profit environment in which these banks operate and 
their competitive position can and must be improved by constructive legislative 
action, predicated upon sound research and the gathering of a fresh point of 
view and new facts obtained in part from small-business men and bankers who 
would welcome an opportunity to be heard at regional hearings conducted 
throughout the country by you and an appropriate committee of the House of 
Representatives. 

1. In support of my first recommendation that it is undesirable for the Federal 
Government to establish a permanent Small Business Administration with a 
$500,000 call on the Treasury for the purpose of making loans to small business, 
I neverthless wish to emphasize my concurrence with the objectives of H. R. 
7474 to help small business. The long-run health of the economy requires the 
continual fostering of young enterprise. Small businesses are best suited to 
certain types of production and service and will continue to be responsible for 
the employment of millions of people in this country. Small business will for- 
ever be the backbone of our American prosperity. 

The results of numerous banking studies confirm the dependence of small 
business upon a readily available source of credit. Our commercial banking 
credit mechanism, the capstone of our capitalistic free-enterprise system, unique 
in the world, is comprised of approximately 14,000 banks, more than two-thirds 
of which are small unit banks scattered over the length and breadth of the land. 
The lending activities of these banks are ideally suited to serve the financial 
needs of all business, including small business. Recent studies by Federal 
Reserve banks which reveal the size of loans to American business and agri- 
culture underline the fact that a large majority of bank loans are of a size which 
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undoubtedly represent extensions of credit to small business. There is also 
evidence that commercial banks are tailoring their loans to meet the borrower's 
needs. The number of term loans is increasing; their repayment is geared to 
earnings after taxes and reflects projected debt repayment ability from depre- 
ciation and amortization accruals. 

Although the commercial banking mechanism may be deficient in some respects 
and can be improved, perhaps the most convincing arguments in support of 
stimulating the greatest possible use of private credit as opposed to increased 
direct lending is available in a letter of the Board of Governors of the Federal 
Reserve System dated December 18, 1944, to the Honorable James E. Murray, 
chairman of the Special Committee of the Senate To Study Problems of American 
Small Business, from which I quote in part: 

“* * * Although the liquid resources of business as a whole, including small 
business, have increased greatly during the war, there will be enterprises that 
must resort to credit in order to accomplish their individual reconversion and 
readjustment. The credit needs of a substantial number of these can be met by 
the banks in the form of regular bank loans. The Board believes, however, that 
in many cases the financial needs of worthy enterprises, particularly during the 
reconversion period, will represent degrees of credit risk that banks ordinarily 
should not be expected to assume. 

“The desired extension of the credit area to cover these situations may be 
brought about either by encouraging the private banking and credit system of 
the Nation to perform the task or by further expansion and innovations in 
direct lending by the Government. The Board emphatically favors the former 
course. 

“The Board recognizes that whenever private credit appears to be restricted 
or otherwise inadequate pressure for increased Government lending is inevitable. 
However, no expansions of Government activity in the field of credit should be 
permitted unless and until it is clearly demonstrated that the private financial 
system is either unable, or able but unwilling, to do the job. The supply of 
funds today in the hands of the private banking system is abundantly adequate 
for all demands of reconversion and readjustment of business. Bankers are 
actively seeking outlets for increased commercial and industrial lending. The 
Board believes that as long as private enterprise in finance can and will do the 
work, it should be encouraged and aided in doing so.” 

“The foregoing are the general views of the Board as it sees the problem at 
this time and on the basis of information available to it. The discussion has 
been limited to the credit needs of small business, as specified by your letter 
The Board wishes, however, to emphasize its view that the problem of small 
business cannot be met satisfactorily by pumping out more and more credit. 
Programs in other fields would have greater importance. Chief among them 
would be a modification of the corporation income tax giving substantial and 
preferential advantages to smaller corporations and to new ventures. This 
would encourage the flow of equity capital to such enterprises and correspond- 
ingly reduce the need for credit not obtainable from banks on the usual basis. 
Another aid to small business would be a provision for better access to indus- 
trial research and the use of patents. In the opinion of the Board, such meas- 
ures would be much more effective in maintaining the competitive position of 
small business than any of the current proposals to provide more credit through 
some form of governmental assistance.” 

It can be argued: 

First, that this point of view was of a previous Board whose philosophy was 
not akin to that in office today, and 

Second, that the Board’s recommendations in 1945 were in anticipation of 
“the immediate and temporary problems of war contract termination * * * 
the renewal and resumption of civilian operations of every type including 
increased lending activities of the smaller banks * * * a need of every form of 
business and industrial financing by small war plants whose expanded borrow- 
ings have been guaranteed by war agencies but who must approach their banks 
for financing during a period of uncertain changes with wartime guaranties 
continued.” 

In reply, I am confident that the Federal Reserve Board, the Federal Advisory 
Council, the boards of the individual Federal Reserve banks, and members of 
their industrial advisory committees, if polled, would not be in favor of en- 
couraging the trend toward multiplication of Government eredit agencies with 
its inherent threat to our private banking system, which passage of the Small 
Business Act of 1957 would involve. 
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In further reply to those who would object to my flashback to the uncertain 
economic backdrop of 1945, are not many firms today facing cutbacks or can- 
cellations of Government contracts? Are not the profit margins of many busi- 
nesses very insecure? Are we not actually in a very uncertain period when 
business, large and small, is facing its private bankers, who are doing a mag- 
nificent job of helping industry carry staggering inventories and receivable 
requirements compounded by the inflation? Is not small and large business 
and its bankers continuing to face up to the terrific and perhaps impossible 
problem of financing new plants with old depreciation dollars, after 30-percent 
and 52-percent income taxes, which virtually eliminate the possibilities of ex- 
pansion from retained earnings? 

I am certain that the Federal Reserve Board today does not forecast the 
future as less uncertain than in 1945 (or for that matter with any less degree 
of accuracy either) nor do I believe that the Board would say that the period 
ahead is one in which a Government credit agency might be expected to do a 
job for which private banking was incapable or for which Government was 
better fitted. It is in the light of this reasoning that I recommend against pas- 
sage of the principal lending sections of the Small Business Act of 1957. 

II. Your committee is urgently requested to amend the Financial Institutions 
Act of 1957 if and when it reaches conference committee, as follows: 

In place of revoking existing authority of the Federal Reserve banks to make 
loans direct to industry under section 13 (b), the bill should be amended to author- 
ize the Federal Reserve banks to guarantee financing institutions against loss on 
loans made to business enterprises or to make commitments to purchase such 
loans from commercial banks. The percentage of the loan to be guaranteed would 
vary with specific cases, but in no case would it exceed 80 or 90 percent. 

Arguments used in support of repealing section 13 (b) were: 

(a) From the testimony of C. Canby Balderston, vice chairman of the Federal 
Reserve Board, in 1955: * 

“* * * section 13 (b) of the Federal Reserve Act which authorizes the Federal 
Reserve banks to make loans for working capital purposes to establish businesses 
when credit is unavailable on a reasonable basis from usual sources * * * was 
put into our Federal Reserve Act during the depression of the 1930's and has now 
largely accomplished the purpose for which it was enacted. Therefore, the Fed- 
eral Reserve would favor its repeal now. Such repeal would release to the Treas- 
ury some $27 million which has been tied up in connection with section 13 (b).” 

(b) Quoting from Senate Staff Report No. 121, 85th Congress, 1st section, 
Financial Institutions Act of 1957: 

The section 13 (b) “provisions * * * which were first enacted in 1934 author- 
ized the Federal Reserve banks to make working capital loans and commitments 
to established industrial or commercial businesses. This authority has been 
utilized very little in recent years and in any event appears to be inconsistent 
with central banking functions.” 

(c) Quoting from the statement of J. L. Robertson, member, Board of Gov- 
ernors, Federal Reserve Board, in hearings Study of Banking Laws, part II, page 
S54 : 

‘The bill would have the effect of repealing the present authority of the Reserve 
banks under section 13 (b) of the Federal Reserve Act to make working capital 
loans and commitments to business enterprises. The repeal of this authority 
which has been utilized very little in recent years would be in accord with the 
position heretofore taken by the Board in this matter.” 

From the above, it is apparent that no case was made for retention or modifica- 
tion, improvement, and extension of section 13 (b) direct lending or loan-guaran- 
tee authorities. In support of preserving this vital function of the Federal Re- 
serve banks, I submit that: 

Mr. Balderston’s statement is not borne out by the facts set forth in exhibits 
A-1and A-2. These offer conclusive proof that section 13 (b) lending authorities 
have served very important purposes, which may be ever-recurrent. Note the 
need for credit: 

In 1988, a short-lived but severe period of economic recession 

And in 1940 more of the same 

In 1941-438, the early war years 

1 Before Subcommittee on Small Business of the Senate Committee on Banking and 
Currency, May 11, 1955, in connection with Senate bill S. 381 which proposed appropriating 
surpluses from Federal Reserve banks for the purpose of establishing loan insurance funds 
and organizing investment companies. 
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And again in 1950-51, the Korean war period 

In 1952, when we again experienced a brief recession 

In my opinion, we may expect to experience again similar periods of demon- 
strated need for section 13 (b) credit. Whether or not such circumstances 
were or were not in keeping with congressional intent when these provisions 
were enacted is a matter of speculation. There can be no argument that these 
powers have and can continue to be used. 

The committee’s and Mr. Robertson’s justification for discarding the author- 
ity because “it was little used in recent years” overlooks: 

(a) An important and increased use during the recent years 1951 and 1952, 

(b) The presence of peak prosperity years as the obvious cause of little use 
in the more recent years 1954-56. With this must be coupled the obvious 
fact (which may be borne out by a questionnaire sent the 600 banks in the 10th 
Federal Reserve District) that the banking industry’s lack of knowledge of these 
lending powers and the absence of pressing need contribute substantially to 
their lack of use at this time. 

References to section 13 (b) on the Senate floor contained in the Congressional] 
Record of March 21, 1957, page 3644, state that section 13 (b) was passed prior 
to the passage of the RFC. The further implication was that direct lending 
by a Government agency supplanted the private lending functions of the com- 
mercial banks in conjunction with the Federal Reserve banks. The facts are 
that RFC commenced making loans in 1930 and its liquidation was commenced 
several years ago. It was not Congress’ thought that the RFC was a sub- 
stitute for section 13 (b). 

Senatorial comment when the bill was being debated included a statement that 
section 13 (b) was only used four times in 1956, which was correct. The state- 
ment was also made that “in the course of 25 or 26 years, it has rarely been 
used.” This was obviously in error. The bill was passed 23 years ago and 
over 3,700 commitments were made, comprising three-quarters of a billion dollars 
of loans. Such is hardly “rare use.” 

From the floor discussion it was also suggested that a “disaster fund” in 
the Department of Agriculture and loans available by the present Small Busi- 
ness Administration would handle any lack of credit otherwise available to 
business through its local bank with a 13 (b) Federal Reserve bank participa- 
tion. This thinking is deplorable and tends to confuse direct grants for disaster 
relief and subsidy payments by the Federal Government with the extension 
of sound loans by the private banking mechanism in the absence of the usual 
sources of credit to businesses whose continued operation is vital to the economic 
life of a community. 

The committee’s attention is invited to several other most vital and significant 
“qualities” of Federal Reserve banks section 13 (b) credit. Please refer to ex- 
hibits B which sets forth loan data in the 10th district during the period 
1946-56. 

1.The nine loans made were to relatively small businesses, measured in terms 
of number of people employed by the borrower. 

2. Measured in the terms of size of credit, only 2 of the 9 loans made were 
under $250,000 and thus classified in the so-called small business category. 

3. Your committee’s attention is again invited to both exhibits A—1 and B-1 
as evidence of the fact that the commercial-bank participants in 13 (b) commit- 
ments were not ducking the risk. Further investigation will undoubtedly prove 
that losses sustained have been small. This is confirmation of the fact that 
each 13 (b) recipient of credit had to demonstrate that it was creditworthy 
and his proposition sound. 

4. Measured in terms of potential economic hardship to which the employees, 
their families, and the communities would have been exposed had these loans 
not been made, the story is quite different: losses to society would have been 
substantial. If the reserve bank is required to submit to your committee the 
flesh and blood statistics on a national scale reflecting the number of employees 
and size of the town to which the borrower were located, I am confident that 
you gentlemen will approve this proposal to amend §. 1451 and provide for con- 
tinuance and extension of loan-guaranty authorities of the Federal Reserve 
banks of this country. 

5. Inflation has cut the lending limits of all individual banks in this country 
and thus increased the need for commercial bank loan participation outlets. 

6. National and member banks are at a further disadvantage in Kansas and in 
other States in that their cash reserves by law are lodged with Federal Reserve 
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banks and therefore unavailable as a source of profit to correspondent banks. 
Consequently, these banks have a limited leverage when it comes to placing with 
a correspondent the excess portion of a somewhat risky or problem loan to a com- 
pany whose continued existence is dependent upon bank credit and whose con- 
tinuance in business in your hometown may be vital to your bank and to your 
community. Thus the need for access to credit participations with the Federal 
Reserve banks. 

The third reference above held that section 18 (b) “appears to be inconsistent 
with central banking functions” Frankly, gentlemen, I do not know what these 
are. But may I again quote from the Federal Reserve Board’s letter of December 
18, 1944, which was in respect to the Wagner-Spence bill. This bill embodies 
principles which the Board considers sound. It abolishes the direct lending 
features of section 18 (b) of the Federal Reserve Act and, without additional 
congressional appropriation, extends and makes more workable a loan-guaranty 
mechanism by which the private banking system could meet more fully the credit 
needs of business and industry. 

“Arguments in behalf of this bill have already been presented by Chairman 
Eccles to the Senate and House Committees on Banking and Currency. The 
arguments in favor of the bill, as changed by three limiting amendments sug- 
gested by the chairman in the hearings, may be summarized as follows: 

“The bill would encourage a greater flow of funds from the private banking 
and credit system into those marginal credit risks which banks would not 
assume without a guaranty. 

“All loans would originate with banks or other private financing institutions. 
Amounts, terms, collateral, and other details of proposed loans would be worked 
out between the borrower and the financing institution to which he applies. 
Thus the operation of the plan would be decentralized throughout the United 
States. 

“Credit extensions in the marginal area of risk would be encouraged by guaran- 
ties up to 90 percent of those loans on which banks may desire guaranties. The 
lender would share in the risk to the extent of 10 percent or more, which would be 
a sufficient exposure to prevent lending institutions from involving the guaranty 
fund in careless or excessive credit hazards. 

“No new appropriation would be required. An appropriation made by Con- 
gress in 1934, amounting to $139 million would be adequate to guarantee a total 
of more than $500 million of loans outstanding at any one time. 

“The benefits of the guaranty would go primarily to the smaller units of 
business and industry. For the small businesses that are regarded by bankers 
as marginal or debatable credit risks, the guaranty would be the deciding factor 
in establishing their credit. Term lending, in which the risk factor is generally 
higher, would be especially encouraged. 

“The plan would be administered by experienced personnel in the Federal 
Reserve banks who are administering the V-loan and T-loan programs, a similar 
credit mechanism. Financing institutions are already familiar with services 
of the Federal Reserve banks in this field. Thus no new personnel, controls 
over banking, or untried activities or principles, are involved. 

“Finally, no competition between direct Government lending and the private 
credit system would be involved. On the contrary, the guaranty plan would 
encourage the existing private system to extend credit which otherwise might 
be furnished by the Government or not at all. The trend toward multiplication 
of Government credit agencies, if continued, may threaten the destruction of the 
private banking system.” 

Other recommended amendments to Financial Institutions Act of 1957, S. 1451 
and H. R. 7026, which will aid commercial banks in the extension of credit to 
small business are: 

(a) Increase the lending limit of national and Federal Reserve member banks 
from 10 percent of capital and surplus to 15 percent of capital and surplus by 
amending section 34 (a) of title I. 

(b) Eliminate the provision of section 42 (f) of title II, which requires that 
member banks maintain reserves against public funds. The State bank law 
in Kansas and a number of other States imposes no such requirement on State 
banks and consequently places them in a better position profitwise or permits 
these banks to maintain larger deposits with correspondent banks. 

(c) Eliminate the prohibition contained in section 45 (c) of national banks 
in cities over 5,000 from receiving premium income from the sale of insurance 
on the lives of borrowers or policies protecting loan collateral. This provision 
places these banks at a competitive disadvantage with local finance companies 
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and savings and loan associations. The public now demands insurance protection 
of its loans. The loss of future profits from this business will prove to be very 
harmful to many banks. 

III. As a final suggestion to your committee, let me urge that it undertake 
as a Separate project a study of the problems of small business—commercial 
banks. A continuance of the prevailing corporate tax structure and other bank- 
ing laws is slowly but surely destroying their earning power and competitive 
position. A serious problem of continuity of ownership and management exists, 

The shift of population from rural areas to cities and from large urban centers 
to suburbs has disturbing overtones. The consequences of either more inflation 
or deflation will have serious effect on the banks, their small business customers, 
and on the economy. 

The regulatory agencies are in sorry shape in a number of respects. An audit 
of their mission and performance is a must. The availability of detailed facts 
and figures concerning banks and banking will permit conclusive research. ‘The 
conduct of regional hearings will permit Congress to come to closer grips with 
the need for further constructive legislation. 


ExHIsiIt A-1 


Industrial loans and commitments by Federal Reserve banks under sec. 136 of 
the Federal Reserve Act, June 19, 1984, to Dec. 31, 1956 


[Amounts in thousands of dollars] 











Applications approved to Approved Commit- Finanoing 

Date (last date ! but not Loans out- ments out- institution 
Wednesday or 7 = completed, standing,’ standing, | participations 
last day of year) amount 2 amount amount outstanding, 

Number Amount smount 4 
1984 984 49, 634 20, 966 : 8, 225 1, 206 
1935 1, 993 124, 493 11, 548 3% 27, 649 8, 778 
1936 2, 280 139, 829 8, 226 25 20, 959 7, 208 
1937 2, 406 150, 987 3, 369 20, 2 12, 780 7, 238 
1938 2, 653 175, 013 1, 946 17, 14, 161 12, 722 
1939 2, 781 188, 222 2, 659 13, 683 9, 220 10, 981 
1940 2, 908 212, 510 13, 954 9, 152 5, 226 6, 386 
1941 3, 202 279, 860 &, 204 10, 337 14, 597 19, 600 
1942 3, 423 408 4, 248 : 10, 661 17, 305 
1943 8, 471 491, 926 ¥, 270 7, 930 
1944 3, 489 925, 53: 1, 295 4,165 2, 705 
1945 3,511 544 320 1, 644 1, OR6 
1946 3, 542 565, 4,577 8, 309 | 2, 670 
1947 3, 574 586, 726 945 7, 434 4, 869 
1948 3, 607 615, 653 335 1, 643 1, 990 
1949 3, (A9 629, 326 539 2, 2, 288 2, 947 
1950 3, 698 651, 389 4,819 2, 3, 754 3, 745 
1961 3, 7 710, 931 3, 513 4, 687 6, 036 11, 985 
1952 3, 75 766, 492 1, 638 3, 921 3, 210 3, 289 
1953 3, 765 803, 429 1, 951 1, 900 3, 569 3, 469 
1954 3, 771 818, 224 520 719 1, 148 1, 027 
1955 3, 778 $26, 853 305 702 2, 293 1, 103 
1956 3, 782 832, 550 |. 704 2, 365 1, 129 


| In case of a revolving line of credit the ‘‘number”’ includes only the original application but the ‘‘amount” 
includes all disbursements made under the loan. 

? Includes applications approved conditionally by the Federal Reserve banks and under consideration by 
applicant. 

3 Includes industrial loans past due 3 months or more, which are not included in industrial loans outstand- 
ing in weekly statement of condition of Federal Reserve banks 

* Not covered by Federal Reserve bank commitment to purchase or discount 


NoteE.+~The difference between amount of applications approved and the sum of the following 4 columns 
represents repayments of advances, and applications for loans and commitments withdrawn or expired 
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Apptications for industrial loans and commitments approved by Federal Reserve 


1934 
1935 
1936 


1937 - 


1935 
1939 
1940 


1941. 


1942 
1943 
1944 
1945 
1946 


NOTE 


“amount’ 


includes 


In case of a revolving line of cre 
ill disbursements ma 


Federal Reserve 





banks, by years, for period 1934-56 


Number Amount 
Millions 
YS4 $50 1947 
1, 009 75 1948 
287 15 1949 
126 11 1950 
247 24 1951 
128 13 1952 
127 24 1953 
04 67 1954 
221 129 1955 
4s 4 1056 
18 34 
22 1Y 
3l 21 


dit the “‘number’’ 
le under the loan 


ExHIBIT B 


Bank of Kansas City 


Year 


Total 


includes onl 


Vti 


Number Amount 
Millions 
32 $21 
33 29 
42 14 
49 22 
38 60 
17 56 
12 37 
h 15 
7 9 
$ 6 
3, 782 833 


e original application, but the 


13b activity, 1946-56 





! Potal Popula- | Number 
Number 0 Federal Total Principal | Principal; Numbe1 tion of of loan 
Yea applica mit Reserve | member umount repay- |employed| commu- com- 
tion ments bank banks ofloans | ment of by bor- nities ! mit- 
receive mad ex posure xposurt loan rower of lend- ments 
ing bank | made 
1946 j 1/$3, 750, 000!$1, 250, 000'$5, 000, O00 $5, 000, OOO 50 3 
1947 90 1 
1948 104 l 
1949 110 1 
1950 3 ] S00. OOF 500, OOO} 1, 000, O60) 1, 000, OOO 115 3 
1951 ] l 390. GOO 210, 000 600, OOO 600, OOO 246 
1952 — 300 
1953 2 2 248, OOO 62, OOO 310. OOO 310, OOO SO] 
1954 ] 1) 1, 920, 0OU 480, OO 2, 400, 000 400, OOU 
1955 2 2 448, OOO 112, 006 560, 000 560, OOO 
1956 ] ] 208, OOO 52, OOF 260, GOO 
Potal il 9) 7, 464, 000) 2, 666, 000/10, 130, 000) 7, 870, 000 
16in Kansas; 3 in Missouri 
NotI rota] loans purchased: None; total loans charged off: None 
THE EXCHANGE NATIONAL BANK, 
Atchison, Kans., June 8, 1957 
Hon JOSEPH S. CLARK, 
United States Senate, Washington, D.C. 


DrAR SENATOR CLARK: First, I wish to thank you for according a most un- 
professional witness extreme consideration and for your helpful questioning. 

This week I will mail a questionnaire to the GOO member banks of the 10th 
Federal Reserve District. Their views will be asked in respect to: 

(a) Continuance and extension of SBA lending authority and appropriations. 

Each will be provided with unit and dollar volume of SBA loan figures broken 
down by States and by congressional districts, which I obtained from House 
hearing testimony. The record certainly impresses me, and suggests a job well 
done. 

(b) Continuance und extension of Federal Reserve section 
powers which neither supplant nor duplicate SBA authorities. 

(c) The use of: 


13 (b) lending 
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Federal Reserve section 13 (b) surplus or a portion of future Federal Re- 
serve earnings as a source of capital for national investment companies and 
State development corporations. 

The attached summary of replies to my original questionnaire, a copy of 
which is enclosed, confirms the overwhelming desire of the banks in the 10th 
Federal Reserve District : 

(a) Not to pay Federal Reserve earnings to the Treasury as a 90 percent 
franchise tax. 

(0) To accumulate future Federal Reserve earnings into sinking fund to re- 
move the FDIC's $3 billion call on the Treasury. 

It would seem to me that a strong case could be made for use of Federal Re- 
serve earnings for expanded research into the problems of small business and 
of area economic development. John Horn, administrative assistant to Sena- 
tor Sparkman, assured me yesterday that he would invite to the Senator’s at- 
tention the possibility of achieving his national investment company objectives 
without killing section 13 (b). 

It was with knowledge of their remarkable shyness and lack of desire for 
publicity that I did not extoll the virtues and outstanding position of my close 
friends, the senior Solomon Smith and his two sons, Solomon B. and Ed, of 
Northern Trust, a unique bank and one of the finest in the country. I was 
tempted, and it would have been apropos in light of Dr. Kaplan’s testimony, to 
mention that Northern is perhaps the sole remaining large bank in this country 
still owned by and with actual control vested in one family, the direct heirs of a 
founder. It was a pleasant surprise to know that we had mutual friends. 

Again, thank you for your courtesy. 

Sincerely yours, 
JOHN A. ADAIR, 
President. 
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QUESTIONNAIRE IN RESPECT TO FINANCIAL INSTITUTIONS AcT OF 1957, S. 1451 AND 
H. R. 7026 


A. I am I am not in favor of the Federal Reserve banks continuing to 
pay to the United States Treasury 90 percent of their earnings. 

B. I am____I am not____in favor of requiring that the earnings of Federal 
Reserve banks be accumulated for 10 years to fund the United States Treasury’s 
obligation to lend $3 billion to the FDIC. 

C. Please check only one: 

I am in favor of continuing the exemption from Federa! income taxes 
of Federal Reserve banks if their earnings are to be accumulated rather 
than paid to the United States Treasury as a franchise tax or by any other 
means. 

I am in favor of continuing the exemption from Federal income taxes 
of the Federal Reserve banks whether or not their earnings are accumulated 
in a sinking fund to support the FDIC, 

I am not in favor of continuing the exemption from Federal income 
taxes of the Federal Reserve banks under any circumstances. 

D. I am____I am not in favor of continuing the exemption from Federal 
income taxes of the Federal Deposit Insurance Corporation. 

EK. I am I am not in favor of continuing the exemption from Federal 
income taxes of the Federal Savings and Loan Insurance Corporation. 

F. I am I am not in favor of continuing the exemption from Federal 
income taxes of the Federal home loan banks. 

G. Please check only one: 

I am in favor of the general purposes of S. 1451 and II. R. 7026, but 
feel that more extensive hearings will prove the need for amendments. 

I am in favor of passage of 8S. 1451 and H. R. 7026 as drafted and with- 
out amendment. 

H. I have I have not read a copy of Financial Institutions Act of 1957, 
bill S. 1451, or its companion, H. R. 7026. 

Ri I am not sufficiently well informed concerning this legislation to express 
an opinion. 

J. Please check only one: 

I recommend that all proposed major legislation affecting banks should 
be preceded by extensive regional hearings. 

I believe that the views of the banks themselves can satisfactorily be 
obtained by committee hearings conducted in Washington, which receive 
testimony from representatives of bankers associations, the chamber of 
commerce, and others able to appear. 


Remarks_ 


Deposits 21-31—h6 $ (in millions) Signed: 

Capital, surplus, undivided 12-31-56 _ __ Chief executive officer Title 
& Name of bank 

Nutmnber of officers and employees City State 

Date 


THe EXCHANGE NATIONAL BANK, 
ifchison, Kans... May 15, 1957 

Dear Str: Your bank is a stockholder, and as such, one of the owners of the 
Federal Reserve Bank of Kansas City, which institution has total assets of ap 
proximately $2.2 billion and net worth reserves totaling $47.8 million. In addi- 
tion, although it does not possess a stock certificate of the Federal Deposit 
Insurance Corporation, your bank nevertheless owns an important equity in this 
corporation. It has a net worth of nearly $1.8 billion. 

I hope that as a stockholder of the Federal Reserve Bank of Kansas City and 
part owner of the Federal Deposit Insurance Corporation, you will give me a 
little of vour time as necessary to read the enclosed. Your cooperation will be 
in the interest of improving the Financial Institutions Act of 1957, S. 1451 and 
H. R. 7026, both of which are now in committee of the United States House of 
Representatives. 

There is no Government capital in either the FDIC or any of the Federal Re- 
serve banks. 
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The net earnings of the FDIC, over $100 million in 1956, are derived exclusively 
from assessments paid by its owning member banks and from interest received 
from investments in United States Government securities accumulated from net 
earnings. The earnings of the Federal Reserve banks are derived primarily 
from interest on their holdings of $20 billion of United States Government secu- 
rities provided by reserve accounts of member banks. In 1956, net earnings of 
the Federal Reserve banks were $454 million after dividends to member banks 
of $19 million. 

Both the FDIC and the Federal Reserve banks are exempt from Federal income 
taxes. If, however, the Financial Institutions Act of 1957 is passed without 
amendment, the Federal Reserve banks will be obligated to pay 90 percent of 
their annual earnings to the United States Treasury as franchise taxes. Cur- 
rently and since 1947 the Federal Reserve Board has required that the banks 
pay the bulk of their net earnings to the Treasury in accordance with a formula 
or an arithmetic device under the guise of interest charges on uncollateralized 
Federal Reserve notes to the banks for their issue. (See exhibit A.) 

S. 1451 also continues the Federal income tax exemption of the following finan- 
cial agencies, none of which return their profits to the United States Treasury : 

Federal Home Loan banks 

Federal Savings and Loan Insurance Corporation 
Furthermore, the act does nothing to alter the existing virtual exemption from 
Federal income taxes of individual Federal savings and loan associations and 
Federal credit unions which are incorporated under not-for-profit charters. 

The attached summary makes a case for accumulating Federal Reserve banks’ 
earnings to remove the FDIC'’s dependence on the Treasury. In time, the 
United States Treasury would be removed from the deposit insurance business 
to the extent of $3 billion. This $3 billion contingent liabiilty of Unele Sam 
is the price of FDIC’s freedom, and explains why it is directed and operated vir- 
tually as a Government bureau under a Board of Directors appointed by the 
President. It, like most Government bureaus, continues to face serious personnel 
problems arising from turnover because of its inability to attract and retain 
qualified people. 

The facts set forth in the enclosed also suggest as an alternative that the Fed- 
eral Reserve banks might appropriately be required to pay Federal income taxes 
rather than franchise taxes and accumulate remaining earnings as a source of 
emergency credit for the FDIC. The elimination of exemption from inceme 
taxes of the Federal Reserve banks might provide precedent and justification 
for the elimination of tax exemption of a number of other Federal financial cor- 
porations, which include Federal home loan banks, Federal intermediate credit 
banks, Federal land banks, and banks for cooperatives. 

The liability for payment of Federal income taxes may bring with it a tax 
consciousness on the part of these quasi-governmental, yet privately capitalized, 
financial institutions, and undoubtedly prove to be a step in the right direction 
toward the elimination of preferential treatment and indirect subsidies (in the 
form of rates below the market) enjoyed by borrowers from these agencies, who 
themselves receive tax-exempt treatment at the expense of other taxpayers. 

Please check your answers to the questions on the questionnaire provided and 
return it to me. I will summarize the results of this opinion poll of all member 
hanks in the 10th district and make them available to the chairman of the Com- 
mittee on Banking and Currency of the House of Representatives through Con- 
gressman Breeding (Kansas), a committee member, as well as to the presidents 
of the American Bankers Association, Kansas Bankers Association, and the In- 
dependent Bankers Association and the Association of Reserve City Bankers. I 
will also give the results to the chairman of the Finance Committee of the United 
States Senate, Senator Byrd, of Virginia, through Senator Frank Carlson (Kan- 
sas), a member of this committee which will conduct bearings germane to these 
matters, and to the chairman of the Senate Banking and Currency Committee. 

Other committees of which Senator Byrd is a member, including the Hoover 
Commission, are interested in the income of the United States Treasury, which 
is not subject to budgetary control; the Federal Reserve earnings fall in this 
category, also. 

Thank you for your willingness to complete the enclosed opinion poll. 

Sincerely, 
JOHN A. Apatr, President. 
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CONSOLIDATED STATEMENTS OF THE FEDERAL RESERVE BANKS 


SALANCE SHEET, Dec. 31, 1956 | PROFIT AND Loss, Dec. 31, 


ASSETS INCOMI 
Villions | 

Total gold certificate reserves. $21, 269 | 
Federal Reserve notes, cur- 

rency, cash__ 657 | Willions 
Discounts, advances, and Interest on discounts and ad- 

See sieeicl : 51} vances 
Acceptances : 69 | 
U. S. Government securities 24,914] Interest on U. S. Government 
Uncollected cash items 7 securities 
Bank premises, net ; ‘ 
Other assets_-_ ie i ; 202 | J 


teimbursement of fiscal agency 
ther expense 


Total assets 
Total income 


LIABILITIES AND CAPITAL ACCOUNTS 
da EXPENSES, ETC. 
Federal Reserve notes___- 27, 476 | 
Deposits: | Federal Reserve currency 
Member bank reserves 19, 059 | Interest 5 
U. S. Treasury oe 141 | Salaries and wages 
Foreign Ss 4 322 | Retirement contributions 
Seek ipa ti ae 426 | Postage 
Deferred availability and Board of Governors expense 
other : : eseshinas 3,976 | All other expense 


Total liabilities__ . §1, 701 Total expenses 
— —— | 
Net before payment to Treasury 


CAPITAL, SURPLUS, AND RESERVES and dividends 


Capital : 
Paid in - 326 ALLOCATION OF EARNINGS 
sec. 7 748 | 

ec. 13B ; 28 | Dividends to members 

Reserves __- : 108 | To surplus and reserves 

. — | Paid to U. S. Treasury 
Total capital, surplus, 
and reserves___- ak 1, 310 | Total 


Total, liabilities, and 
eapltalo. ctl (R080! 
1As payment of interest on Federal Reserve note. 


IV. How and why did member bank required reserved accounts at the Federal 
Reserve banks and the portfolio of United States Government securities @wned by 
the Federal Reserve banks reach the $20 billion level which produces average 
annual net profits of over $260 billion? 

The answer is simply that the United States Government elected to finance a 
$200 billion portion of the cost of World War II on credit, by the issuance of 
securities, rather than by taxation. 

Jetween war-bond drives as the Treasury drew on its accumulated bank bal 
ances to meet its current deficit, deposits of businesses and individuals increased 
The result between 1940 and 1945 was a $90 billion increase in total bank deposits 
The banks invested $53. billion of this increase in United States Government 
securities, $10 billion in loans to finance war industry, and the remainder had 
to be set aside as reserves in the Federal Reserve or in correspondent banks 
The required reserves of member banks rose $8 billion. The members met this 
increase in reserve requirements by selling securities to the Reserve banks. The 
Reserve banks not only purchased whatever amounts of Government securities 
were necessary to supply banks with reserves but also to meet the steady growth 
in demand for currency by the public. 
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To make possible this inflation of bank credit and currency, temporary legisla- 
tion was passed which permitted the Federal Reserve banks to collateralize 
Federal Reserve notes with United States Government securities. 

The temporary legislation was permanently codified in June 1945 by Senate 
bill 510 which also permanently reduced to a uniform amout of 25 percent the 
gold certificate required as a reserve against Federal Reserve notes and deposit 
liabilities. 

The parts played by the commercial banks and the Federal Reserve banks in 
financing World War II which brought about the large reserve deposits of the 
members in the Federal Reserve banks invested in United States Government 
securities is apparent from the following data: 


Selected items from statements of condition, Federal Reserve bank, Dec. 81, 
1940-56 


{Billions of dollars] 


Assets Liabilities 
Year 
United States Gold Federal Member 
Government reserves Reserve bank reserve 
securities notes accounts 
1940 2 20 6 114 
1941 2 21 s 12 
1942 6 21 12 13 
1943 12 20 17 13 
i944 iv i8 22 14 
1945 24 18 25 16 
1946 23 18 25 16 
1956 25 21 27 19 
Required reserves in 1940 were only $7 billion, the remaining $7 bition was excess 
Selected items from statements of all United States commercial banks 
[ Billions of dollars] 
Assets Deposit liabilities 
Year United States 
United States! Loans and war loan 
Government liscount account and | Total deposits 
securities rreasury of 
United States 
1940 18 20) l 60 
1941 22 21 9 69 
1942 38 19 10 &5 
1943 58 19 20 104 
1944 78 22 25 125 
1945 90 24 + 150 
1946 75 31 2 142 
956 | 58 %) $ 197 


Estimated. 


V. Is it not logical to assume that the Federal Reserve banks might dispose of 
the major portion of their Government bonds sometime in the future and revert 
to their 1940 status when Reserve balances of $14 billion vastly exceed their 
$2 billion holdings of United States Government securities? 

Present Federal Reserve law accommodates an inflated and radically changed 
monetary situation which appears to be rather permanent, with bank deposits, 
reserves at the Federal, and their holdings of United States Governments at 
higher levels. 

Unless further increases in the public debt are expected, there would be no 
need for the Treasury to sell any substantial amount of Government securities 
to the banks to create reserves. A decline in business activity and reduced 
demand for currency would bring about an automatic increase in bank reserves. 
With a concomitant decline in deposits, a reduction in reserve requirements 
would occur. If we enter a deflationary period, it would be desirable for the 
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United States Treasury to retire its $638 billion worth of nonmarketable United 
States Government bonds, most of which are in the hands of nonbank investors, 
This would bring about an overall increase in the deposit structure of the 
country and bank reserves. In such a period the Federal Reserve banks would 
have to increase further their holdings of United States Government securities. 
Liquidation of the public’s holdings of E, F, H, and K bonds would create a 
better capital market for United States Government securities in the event of 
another war or other period of large deficit financing. 

A final reason why the Federal Reserve banks might not be disposed to sell 
their holdings of Government securities below a certain level is the absence 
from their portfolio of any considerable volume of other earning assets. The 
need for earning assets incidentally was among the reasons given by the Federal 
Reserve Board for the passage of the 1945 law mentioned above. 

VI. What was the original intent of Congress? 

The original Federal Reserve Act was not a revenue bill to produce income 
for the United States Treasury. Furthermore, the original acts were passed 
before Federal income taxes imposed any burden on the banking industry. 

VII. Why should the Federal Reserve banks build up a sinking fund which 
will permit the elimination of a $3 billion contingent liability of the United 
States Treasury? 

1. There is precedent for the Federal Reserve banks to underwrite the capital 
requirements of the Federal Deposit Insurance Corporation. In 1935 the Fed- 
eral Reserve banks made a $139 million capital contribution to the FDIC. This 
recognized that the entire commercial banking industry including both member 
and nonmember banks would benefit directly from the establishment of the 
FDIC. So today, banking as a whole will benefit by this plan which will encour- 
age self-reliance by the banking industry, in contrast to continued dependence 
upon the Federal Government for credit. 

2. It is in the interest of the banking industry to encourage the reduction of 
the direct, indirect, and contingent debt of the Federal Government. The exam- 
ple set will be a good one for other segments of the financial industry which 
rely on Federal subsidy and guaranty, which are major causes of increases in 
the Federal debt, both direct and indirect, which hit an alltime high in 1956, 
as shown below. 


Combined total, direct debt and investment, guarantics, and insurance of U. 8. 
Government, 1945-58 


[Billions of dollars] 


Fiscal year ire et Guarantic 


1 Estimated. 


Source: U.S. Bureau of the Budget 


The preceding figures do not include contingent liabilities of the United State 
Treasury to lend: 


Federal Deposit Insurance Corporation : es $3, 000, 000, 000 
Federal home loan banks ' i 1, 000, 000, 000 
Federal Savings and Loan Insurance Corporation 750, 000, 000 


Total eek tokie ae _ 4, 750, 000, 000 


> 


3. The elimination of the United States Treasury’s obligation to lend the FDIC 
will in effect take the Government out of business—the bank deposit insurance 
business. When accomplished, the ultimate ownership of the FDIC would become 
“mutualized,” and responsibility for the management and direction of this impor- 
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tant agency will become more a responsibility of the banks and through the 
Federal Reserve banks rather than of the Government through the Secretary of 
the Treasury and the Comptroller of the Currency. This is only proper; the 
banks were the original source of all of the capital of the Federal Deposit Insur- 
ance Corporation. 

VIII. What disposition is made of the earnings of other governmental credit 
agencies? Are these earnings not returned to the United States Treasury? 

The earnings of other quasi-governmental credit agencies have not been 
returned to the Treasury after the retirement of original Government capital 
subscriptions. Earnings of the Federal land banks, Federal intermediate credit 
banks, banks for cooperatives, and the Federal home loan banks are returned to 
the owner members either as interest, patronage refunds, or dividends. Title IV 
(Federal Home Loan Bank Act section) of the Financial Institutions Act of 
1957, S. 1451, does not provide for the earnings of these central banks of the 
savings and loan industry to be paid to the United States Tereasury. Instead, 
earnings of the home loan banks derived from member reserves (deposits) and 
subscribed capital are returned to member savings and loan associations as 
interest on member deposits and dividends, where they are not even subject to 
Federal or State income taxes. Nor does the Financial Institutions Act of 1957 
provide for any payment to the United States Treasury by the Federal home loan 
banks of any franchise taxes. The consolidated balance sheet and profit and 
loss statements of these banks set forth the source and application of their 
earnings. 

Consolidated statements of the Federal home loan banks 


Balance sheet Dec. 31, 1956 Profit and loss, Dee. 31, 1956 Percent earned on outstand- 
(millions of dollars) millions of dollars) ings at year end 
ASSETS INCOME 

Cash $62 
Investments 1,027 | Interest on investments- - $26 2. 5 
Advances to members 1,228 | Interest on advances 38 3. 0 
Other - - ) 

Total assets 2, 325 Total income 64 


Percent paid on deposits, 
consolidated debt and 


owners’ capital 

LIABILITIES AND CAPITAI | EXPENSES AND CHARGES 
Deposits of members, ete $684 | Interest on members deposits $13 2 
Accrued interest payable 14 
Dividends payable 7 
Consolidated debt 963 | Interest on consolidated ob- 3) 

ligations. 

Total liabilities 1,667 | Other expenses and charges 4 

Capital—paid tn 607 Total expenses and {7 
charges 
Surplus, undivided reserves 52 | Net income 12 
Dividends to members 13 2 


Total eapital 659 Total dividends and interest 26 
paid to members 
Total liabilities and 2,325 
eapital. 


IX. What is the Federal income tax status of each of the financial institutions 
covered by S. 14517 

Although the bill was not designed to codify tax law, S. 1451 continues the 
complete or substantial exemption from Federal income taxes of the following 
institutions : 


Janking industry: 
Federal Reserve banks, 
Federal Deposit Insurance Corporation. 

Savings and loan and cooperative credit industry : 
Federal home loan banks, 
lederal Savings and Loan Insurance Corporation, 
Federal savings and loan associations (as mutuals), and 
Federal credit unions (as not-for-profit corporations). 
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S. 1451, of course, does not extend exemption from Federal income taxes to 
commercials banks. 

X. Would the commercial banking industry be better off if the Federal Reserve 
banks were not exempted from Federal income taxes? 

The answer is an emphatic “‘Yes.” 

In 1956, the Federal Reserve banks paid to the United States Treasury $402 
million in lieu of franchise taxes. If all of the Federal Reserve banks and 
FDIC had not been exempted, they would have had to pay only $299 million of 
Federal income taxes. This is illustrated by the following: 


Distribution of net income and pro forma tax liability of the Federal Reserve 
banks and the Federal Deposit Insurance Corporation, year ending Dec. $1, 
1956 

[In millions of dollars] 


Federal 
Reserve + 
banks 


Net income. ; : $474 | 
Deduct.assessment credit returned to members t 0 


Adjusted net income : | 474 | 
Actual payments to U. 8. Treasury in 1956 402 
Assume Federal income tax at 52 percent - : 5 246 | 


If S. 1451 is passed without amendment, the Federal Reserve banks will 
continue to pay 90 percent of their earnings to the United States Treasury. This 
is a prohibitive price for an artificial exemption from a 52-percent Federal 
income tax, and an absurd situation. 

XI. Is there not another better alternative? Perhaps an amendment of 8S. 1451 
which would require the Federal Reserve banks to pay interest to member 
banks on their reserve balances? 

At first thought, this is an appealing suggestion since member bank earnings 
would be increased. The suggestion is reasonable particularly as attention is 
invited to the fact that the Federal home loan banks pay interest to their member 
savings and loan associations on certificates or deposits, as provided by sections 
11 (a) and (c) of title IV of S. 451. 

If membership in the Federal Reserve System provided for the receipt of 
interest on reserve balances, Federal membership would become quite attractive, 
and many nonmember banks would apply for membership. This would bring 
about a decline in the deposit structure of the commercial banks located in 
reserve and central reserve cities which could not compete, since Federal and 
most State laws prohibit banks from paying interest on reserve (demand) 
balances. The shrinkage in deposits would shift a substantial segment of 
the Nation’s capital now available for loans to industry and agriculture to reserve 
balances in the Federal Reserve banks where they could only be invested in 
United States Government securities. 

The extension of membership by State banks to the Federal Reserve System 
would be damaging and disruptive to our financial system. The magnitude of and 
importance to our dual banking system of correspondent relationships and ° of 
our State banks is clearly apparent from the following tabulation of bank 
reserves and interbank deposits : 
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Insured commercial banks of the United States, as at June 30, 1956 


[In billions of dollars] 


All banks National State State non- 
banks hanks members 
ASSETS 
Reserves 
Balances with Federal Reserve banks $18. 2 $11.0 $7. 2 
Demand balances with United States banks 10.5 5.1 1.6 $3.8 
Total Reserve balances 28.7 16.1 8.8 3.8 
Total assets _ 204. 3 110. 7 64.1 20. 5 
LIABILITIES 
Deposits (demand and time 
Business and personal 151. 5 81.7 46. 6 23. 3 
Government (United States, State and subscrip- 
tions) 18.7 10. 7 1.8 3. 2 
Interbank (United States 12.0 7.3 4.3 3 
Total deposits 185. 2 100.8 57.5 26. 8 
Demand 133.9 72.9 13.9 17.0 
Time 51.3 27.9 13. ¢ 9.8 
Total liabilities and capital 204 3 110. 7 64.1 29. 5 
Number of banks 13, 229 4, 667 1, 828 6, 734 


! Includes float 


Interbank account balances reflect only in part one aspect of correspondent 
bank relationships. Figures are not available which reflect the picture of excess 
loan and loan participations which make possible the $160 billion of loans 
extended by the commercial banks to industry, agriculture, commerce, and the 
American public. 

Should all banks ever become subject to Federal Government control, via the 
Treasury’s domination of the Federal Reserve Board and banks, the next 
chapter in banking history of the United States would likely be captioned ‘‘The 
Nationalization of Commercial Banking and Credit.” This would presage the 
end of our free enterprise capitalistic system and ultimately private capital. 

One must conclude, therefore, that Federal earnings must not be paid to 
members. 

XII. Were these matters given consideration by the Federal agencies them 
selves or by the Bankers Advisory Committee in considering the proposed 
Financial Institution Act of 1957, S. 1451, or by the United States Senate which 
passed this bill on a voice vote, or by the bankers associations? 

The answer is “No.” 

No proposal was made, no testimony heard, nor consideration given the 
matters of 

1. Accumulating the earnings of the Federal Reserve banks. 

2. Reducing the $3 billion contingent liability of the United States Treasury 
to lend the FDIC. 

3. The requirement that franchise taxes be paid by the Federal home loan 
banks. 

4. The elimination of exemption from Federal income taxes of the financial 
institutions covered by this act. 

It seems to me, furthermore, that such matters properly should be presented 
to the member bank stockholders of the Federal Reserve banks. 


Senator CLark. We will recess until 10 a. m. Monday, June 10, 
1957. 

(Whereupon, at 12:35 p. m., the subcommittee recessed until 10 
a.m., Monday, June 10, 1957.) 
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MONDAY, JUNE 10, 1957 


Unitep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BusINEss, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., Senator 
Joseph F. Clark, chairman of the subcommittee, presiding. 

Present: Senators Clark and Case. 

Senator Ciark. Will the committee please come to order. 

Our first witness is Mr. Alfred C. Neal, president of the Committee 
for Economic Development. 

Mr. Neal, we are happy to welcome you here. I see you have a 
prepared statement. Proceed in your own way. I would hope 
that perhaps you would file the statement of record and just hit the 
highlights. If, on the other hand, you prefer to read it, it is all 
right with me. 


STATEMENT OF ALFRED C. NEAL, PRESIDENT, COMMITTEE FOR 
ECONOMIC DEVELOPMENT 


Mr. Neat. How much time would you like me to take? 

Senator Ciark. I would like to spend as much of the time as we 
could in sort of questioning back and forth rather than reading the 
whole statement. But let me leave it entirely to you, Mr. Neal. You 
do it any way you want. 

Mr. Near. Well, let me hit a few of the highlights, as you suggest, 
so that in answering questions I will have something to peg an 
answer on. 

Senator CLark. Mr. Neal’s written statement will appear in the rec- 
ord at the conclusion of his oral testimony. 

Mr. Near. I would like to refer to the fact that CED has had an 
interest in this subject almost from its beginning in 1948 and that 
the position of the organization which I am representing here was 
pretty well defined in 1947 in a policy statement. 

Senator Ciark. Mr. Neal, it is conceivable, although unlikely, that 
there will be a few people who read this record who will not know 
what CED is, so suppose you identify it a little more accurately. 

Mr. Nea. Good. The Committee for Economic Development is 
a private, nonpolitical organization of businessmen formed to study 
and report on the problems of achieving and maintaining a high level 
of employment and production within a free economy. Its research 
and policy committee issues, from time to time, statements on national 
policy containing recommendations for action which, in the com- 
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mittee’s judgment, will contribute to maintaining productive employ- 
ment and a rising standard of living. 

Senator CLark. Thank you, sir. “Now. would you give us, Just with 
two sentences, your own background and connection with CED? 

Mr. Neat. I am the president of CED and a trustee, having joined 
the organization only in October of last year. Before that time I was 
first vice president of the Federal Reserve Bank of Boston. 

Senator Crark. Thank you, sir. 

Mr. Near. It was from that earlier experience that I draw some 
information and conclusions as to the need for these national invest- 
ment companies. Now, as to those principles that I will hang some 
answers on, L hope. First, CED favors national and business policies 
which will help to maintain a high level of economic activity and a 
maximum rate of economic growth. 

Second, CED believes that a he: althy birth and growth rate fon 
small business is needed to maintain a he althy rate of erowth in the 
econoniy. 

Third, CED recognizes that one of the fundamental needs of small 
and medium-size business is more adequate financing. 

And, to document that, I call upon not only our own work but alse 
the work of the Federal Reserve, which 1 quote in part. 

Fourth, the pere nnial consideration of special legislation to aid 1 
the financing of small business is in large measure the result of a tail 
system which has dried up previously available sources of equity 
capital, This isa longstanding CED position. 

Fifth, CED recognizes the need for and advocates continuing the 
appropr late use of monetar \ policy specifically, a restrictive mone 
tary policy—in times such as the present when inflationary pressures 
are strong. 

Sixth, CED has it record of longest: mnding Op position to ede ral 
(government subsidies, direct loans, or unrestricted guaranties of loans, 
except in periods of emergency. CED believes that it is important 
that our private financial system be able to meet the leoitimate 
financing needs of private business under all ordinary circumstances. 

Then I quote verbatim the CED policy statement position with 
respect to the capital bank, which is, in principle, the same as the 
principles embodied in 8. 2160, to which Tam addressing myself. 

Senator Crark. And which your organization supports / 

Mr. Neav. In principle, sir. We have not had an opportunity to 
study this specifically. In fact, we do not ordinarily comment on 
specific legislation. 

Senator CLark. Yes. 

Mr. Neat. We are not that type of organization. But, if you com- 
pare the bill with our previous policy statement, the eo allelism is 
so close that I feel confident in saying CED supports it in principle. 
And then, to get down to det: aul and to embark upon my own at this 
point, I would like to say 2 or 3 things about the need for the type of 
legislation which is under consideration and the position of the Federal 
Reserve in it. 

Frankly, I think the Federal Reserve should be the chartering and 
supervising agency, for a variety of reasons which I have spelled out 
here. And in this, then, I am adding my own support to what you 
people have already embodied in the bill. 
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Senator Crark. I see you quote Mr. McCabe to that effect. Of 
course, when he was the principal officer of the Federal Reverve, he 
did support this position. 1am not sure that the current leaders feel 
that way. We are going to find out next week. 

Mr. Nea. Well, Mr. McCabe was my boss then, and he is now one 
of my bosses as a trustee of CED. 

Senator Crark. We are hoping to have him down here a little 
later on. 

Mr. Neat. The most important substantive thing that I can add in 
favor of this bill is the experience which began in New England, and 
which has now spread to other States, with State deve lopme nt credit 
corporations, which the bill, I think wisely, provides may be char- 
tered as national investment companies. These State development 
corporations began in 1949 in the State of Maine. 

Senator CLark. Let me interrupt you, Mr. Neal, to tell you that 
we have had testimony from the presidents of the Maine, the Massa- 
chusetts, the North Carolina, and the Arkansas State development 
corporations, so we are pretty familiar with their position and direct 
your attention to this problem: A number of them feel that it would 
be inappropriate for them to convert themselves from State develop- 
ment corporations to national investment companies. Some of them 
prefer to have the Small Business Administration Act amended to 
permit the SBA to make matching loans to State deve lopment cor- 
porations, matching the amounts which they can raise either from 
private sources or from State governments to give them greater lend- 
ing authority. There was one that did not see any particular harm 
in the national investment COMpANles, but they were not a bit enthusi- 
astic about it. I wondered if you might sort of fill in your thinking 
on that. 

Mr. Neau. Well, Senator, it is a strange thing in this business. 

Most of the people who are now enthusiastically running State devel- 

opme nt credit corpor: ations were not enthusiastic about the idea at the 
beginning. These are the same men who were also—well, they are 
similar to the men—who were also not enthusiastic about the Federal 
Reserve sy stem when it was first set up, but they are quite enthusi- 
astic about it now. 

Senator Ciark. I think they also somewhat tended to oppose the 
FDIC when that first ene, 

Mr. Neau. After all, it is a new idea, and from what you say, it 
implies to me that they abi | like to have the money, the *y would like 
to have more money . play with and to invest and to make loans to 
small business with, but they are just being normal bankers when 
they say they would rather not have any supervision. 

Senator CLark. Of course, they will protest against that at some 





length. ‘They will say they are entirely content to have State bank 
eXaminers, national bank examiners, anybody of that sort, come in 
and look them over, but they do not seem to think they want to get 
m under a Federal system with a Federal hat on it, even thor uch we 
point out to them it 1s really private business, that it is not the 
— (vovernment. 

Neau. I think that this attitude reflects in part the intentions 
if m founders of these corporations. They usually set themselves 
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up to promote industry and only in the State in which they are 
located. If they go under a Federal charter and subject themselves 
to Federal supervision, some of their activities may be criticized. 

For example, if Maine, as it might well do, entices a plant from 
New York, they can do it now without anybody except a few people 
in New York getting disturbed. But if they did it under Federal 
supervision, there might be some question about how far they could 
go in enticing a plant from New Y ork to Maine. 

I do believe this, if I may say so: This is not the normal type of 
activity of a development credit ocoameatthinn: I mean normally they 
are not in the business of stealing plants from one place to another. 

Senator CLarK. Yes, they all protest they have no interest in that. 

Mr. Neau. Yes. But, at the same time, if they saw a good opportu- 
nity, they would like to feel free to pursue it. This is good private- 
enterprise thinking, and I think that if they were subject to super- 
vision they might be just a little bit restricted in pursuing some of 
those opportunities across State borders. 

Senator Crark. They also make the States rights point—I do not 
know with how much validity. They say, “Why don’t vou encourage 
these State activities? By and large, the development companies 
have to have some fostering and promotion at the State level.” One 
or two of them have been exempted from State taxation, for example— 
State income taxation. And they make the argument, which gets a 
vood deal of favorable consideration here in the Congress: “Why does 
the Federal Government have to grab everything? Why can’t you 
leave it on a States rights basis?” 

I imagine as a F ‘eders a“ Reserve bank man you probably share my 


a 
views on that—that that 1s I: irge ‘ly semantics. 
Mr. NEAL. Well, part aa it is that and I think that it is a tribute 


to these men who have eatiie the first of these corporatior s. They 


are rood and they are neeced Vi here we have them. They are needed 
and have not been established in other places. 

Now, if they are needed and can do a job in most of the States, if 
not all of them, and there are not as good leaders in some of these 
other States, perhaps the Federal Government can assist by measures 
such as are embodied in this bill. 

Senator CiarKk. This occurred to me too, Mr. Neal, and I wonder 
if you would agree: oe there are certain States—Massachusetts 
Vi ould cert: ainly be one— here the re are a vall: ib le pools of capital 
which would make a State > velopme nt corpor: ition a good de: ] easier 
te finance and run than in a State such as Arkansas, for example, 
whiwe they tell us they just do not have any local money to put into 
these things and they have got to have some kind of capital, either 
from the State of Arkansas or the Small Business Ac imin istration or 
from the Federal Reserve district banks in the district of which they 
are a part, - get the money to do the job. 

Mr. Near. The oe of ¢ apital needed, however, for these corpo- 
rations a so ) small that r duakt that any State that wanted to form 
a development corporation could not raise it if they really had their 
hearts in it. 

Senator Crark. Do you want to amplify that a little bit? Tama 
little surprised you say it is so small. 
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Mr. Neau. Let us take the State of Maine, which is the most de- 
pressed i income State in the New England group and whose economy is 
not a great deal different from that of Arkansas. 

Senator CiarKx. I am glad you made that point. I would not 
have had the nerve to. 

Mr. Neau. Well, let us say it enjoys a higher standard of living, 
but it does depend heavily on the forest products industry, for exam- 
ple, w hich is common between the two States, and on agriculture. 

The State of Maine was able to form the first of these corporations, 
and the capital that they needed was only $82,800. At least the 
capital they had was only $82,800. 

Senator Crark. I would raise the question though as to whether 
with that limited capital and the money they have gotten through 
their members that they really have enough money up there to make 
much of a dent. Mr. Maxwell, who is the president of the Maine de- 
velopment company and who also represented the American Bankers 
Association in testimony before this committee, wanted to shut up the 
Small Business Administration. We pointed out the SBA had made a 
number of loans in Maine, which he said he would not have touched 
with a 10-foot pole. But at least they did sometl cos 1” to ameliorate 


some of t! e distress up in the Biddeford- sien cart ‘al. 
I got the impression, perhaps oe that the Maine develop- 
ment corporation Wwe really so small it could not be very effective in 


helpin o@ thos e condit! ms in Ma ne wl rely you have just =) ke? abe ut 
Mr. NEAL. E do not mean to imply the Maine corporation is big 


enough, beent if I did I would not be supporting the : national charter 
for these corporations. it ; partly for that reason that IJ do sup- 
port the national charter. But I was only makine the point that vo 


can form a development corporation with a relatively small capital. 

Senator CLark. Yes. 

Mr. Neav. I mean $82,800. 

Senator Ciark. Then the question is: How effective can it be? 

Mr. NEAL. Yes. Now, | do ho Solas these sm: ller ones are ef 
fective enough. 

Senator CLark. Let me give you another example, because I want 
to get vour thinking on this. The people from Arkansas felt that 
they would need around $10 million of assets with which to make 
loans over and above a million dollars which they expected to raise 


from the sale of common and preferred s tock to private businesses 
throughout the State. I would think if they needed that much money 
in Arkansas, they would probably need at least that much money in 
Maine. And yet with a capital of o nly und $80,000 or $90,000 


would vou not feel that it would be a bit unsound to go much higher 
than 10 to 1 on the ratio of loans ioenpiialt ‘Or do you think it would 
co a good deal higher than that ? 

Mr. Neat. As a matter of fact, 1 think anybody versed in finance 
knows that a radio of 10 to 1 of loans to capital is an exorbitant ratio. 
It is only the fact that these institutions formed so far are run by 
the banks that they would subseribe to any such ratio. In fact, ] 
would suspect if you ee them to some kind of supervision that 
the first thing that would be questioned would be the 8 or 10 to 1 
ratio. 
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Senator CLarK. So in Maine you see they have a little less than a 
million dollars available for loans. 

Mr. Nreau. Yes. 

Senator CLark. And that does not seem to me to be a very big help 
to small business in the State of Maine. 

Mr. Neau. Well, all we can say is that experience so far demon- 
strates that the limited corporations that we have have taken several 
years to use up their full financial power 

Senator Ciark. There again, though, do you not get into the philos- 
ophy of the lending? And, as you say, these corporations are domi- 
nated and probably should be by a pretty conservative banking com- 
munity. he question is whether that is the area in which you need 
to make these loans, or whether you do not have - a little bit less 
rigid than the banking psychology would ordinarily dictate. 

Mr. Neat. Well, I think we have an example of the nonbanking 
psychology in the case of Rhode Island, where you have a good deal 
of investment banker and just plain business interest. And even 
though they have not been able to put a great deal of money to work, 
they expect to later on. 

1 have talked recently with them. And, for example, they suggest 
that the half million dollars capital that I suggest as the minimum 
will be inadequate for them. They have large plans. 

1 do not know how big these things should be. I do not think 
you can find that out until you have set one up ov a reasonable basis 
and see how much business it can do—always with the provision that 
they do only the business that is not financeable from ordinary 
sources. 

And there is a further thing I would like to add there. I think 
if you will take the existins g corpot rations, and if they were to put their 
loans up for sale, even in this so-called tight-money period, some of 
those loans would be bought by conventional institutions. This is 
something they have not done. 

So that I think if you conceive of these institutions as sort of 1 
volving funds, and if through supervision or otherwise you nal 
sure the funds revolve, you can get by with a relatively small fund 
and still do a great deal of good. 

Senator CLark. M: Ly be this would be a good time to get your views 
on the relationship between these national investment companies 
with the State development companies in the back of your mind—and 
the SBA. I would like to know whether you think we should shut up 
the SBA, extend its life for another short term, make it permanent, 
or whether you think if we can vel this national investment company 
plan rolling we could then dispense with SBA. 

Mr. Neau. One of the reasons | started off with those six principles 
wes that CED is opposed to Government lending and Government 
guaranties, and if you had an institution such as the national invest- 
ment company set up in each State and adequately financed, I do 
not see any reason, except for emergencies, why the SBA should be 
in the lending business. 

But the SBA does a evreat many other thimes besides make loans. 
It helps to get contracts, Government contracts, for sinall business. 
And it supplies information about management practices and how to 
start a small business, and so on. All of these other functions 0! 
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SBA, I think, would be relatively unaffected by the passage of this 
bill. 

Senator CLiark. Of course, in theory, that ought to be done by the 
Commerce Department, should it not, and not by an independent 
agence) y! 

Mr. Neat. Well, there are a lot of things that in theory should be 
done one way where practical administration works out another. 

Senator Clark, That is true. That, unfortunately, sometimes gets 
into a question of personality, which overrides sound governmental 
organiZation. 

Mr. NEAL. Yes. 

Senator CLiark. Do I take it—and I am putting words in your 
mouth, so if I am putting the wrong words please correct me—that 
your thought would be that as far as the 85th Congress is concerned 
maybe the thing to do would be to extend the life of SBA for another 
year or two and see what happens, if we can get the national invest- 
ment company plan rolling ? 

Mr. Neau. Well, that certainly would be our position. We think 
that the privately owned, privately run national investment company 
is a far better vehicle for accomplishing the purposes you have in 
mind than the SBA. 

For example, the SBA will not—unless there is to be a tremendous 
change in the philosophy of this country—will not take an equity posi- 
tion in a business. 

Senator CLark. I do not know whether it is a change of philosophy 
in the country. Maybe it is just a change in philosophy of those who 
run the SBA. That might depend a certain amount on election 
returns. 

Mr. Neat. Then you will have the Government owning a piece of a 
lot of little businesses. 

Senator CLark. We might get back to the RFC concept? 

Mr. Nea. I should hate to see it happen, sir. 

Senator CLARK. I am sure you would, but you do not necessarily 
represent unanimous opinion. 

Mr. Neat. But I mean it is rather fundamental of a private econ- 
omy that the government does not own parts of private economy except 
as it gets stuck with them in time of emergency. And that is why 
we had the RFC to begin with. 

Senator CLark. That is how we got the Post Office Department in 
the beginning, too. 

Mr. Neat. I do not think there is a proper an: alogy there, sir. 

Senator CLark. Well, you go ahead, Mr. Neal. This is interesting, 
and I think it is helpful to our understanding of the problem. 

Mr. Neav. Well, the only other point I want to make is that I think 
that the $5 million capital called for in this bill is either an oversight 
or it is excessive. When the bill called for only 12 national invest- 
ment companies it provided for a minimum capital of $5 million each. 
Then, when it was extended to cover 48 States and Territories and 
possessions, the $5 million minimum still stayed for each one. I think 
probably this is too large. 

Senator CLark. At least for certain of the States? 

Mr. Neat. Yes. So I suggest that that minimum be considered 
and probably reduced. 
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Senator CuarK. I think that is a good point. We ought to give 
that thought. 

Mr. Neau. The other point I should just make in parsing is that 
the bill provides for the repeal of section 13 (b) 1 year after the 
passage of the act. Our experience is that you cannot set - national 
investment companies or things like them very fast, and 1 year is not 
long enough, and, therefore, it might be a eood. idea to let section 13 (b) 
stand with respect to any area where there is not a national investment 
company operating, and then let it expire with respect to that area 
when one does get operat ing. 

Senator Ciark. Let me ask you, Mr. Neal, as an old Federal Reserve 
man, how well you think section 13 (b) has worked and to what extent 
it could be put to work now to solve some of the difficulties we are 
discussing. 

I get an impression that the Federal Reserve people are extremely 
allergic to section 13 (b). And yet looking at it from the outside it 
gives every appearance of being an extremely useful provision which 
one would hope could be utilized a good deal more than it has been. 

Mr. Nea. Section 13 (b) is deficient in certain legal respects. It 
permits the Federal Reserve to make direct loans or to guarantee loans 
only to established business for working capital purposes, and for a 
period not to exceed 5 years. Now, each one of those provisions is 
too restrictive to carry out the intent of a national investment 
company. 

First, you want to be able to finance new business as well as estab- 
lished business. With section 13 (b) int cannot do it. 

You want to be able to finance fixed as well as working capital, and 
section 13 (b) does not permit you to fin: ince fixed ¢ apits al. 

And the need for term loans for small business is in the area of 5 
years and longer, which is just at the outside limit of section 13 (b). 

I think this helps to explain why section 13 (b) has not been more 
used than it has. 

Senator CLark. Would you take any position as to an amendment 
to section 13 (b) which would liberalize it along the lines you have 
been discussing ? 

Mr. Neat. Well, when I was with the Federal Reserve bank I was 
always out of sympathy with those restrictions in section 13 (b) 
which I could so glibly recite, and also I felt there was a role here to 
be played by somebody. I believe, however, that you will get a better 
management drive for financing new and growing business if you 
have separate institutions than if you b lanket them into the Federal 
Reserve, whose main preoccupat ions are in other matters. 

Senator Ciark. That leads me to this question: Could you expand 
a little bit on why you think the Federal Reserve is the appropriate 
agency to launch this investment company system? I say that because 
it is sometimes a little difficult not only to drag a horse to water but 
tomake him drink. The Federal Reserve managenient at the moment 
does not seem to be particularly enthusiastic about this suggestion. 

Mr. Neau. Well, the Federal Reserve has many opinions within it, 
and sometimes the top management does not express some of the 
opinions that are within it. 

Senator Crark. That is a good, healthy thing; I think you will 
agree on that. 
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Mr. Neav. Yes; I think that is a fine thing. The Federal Reserve 
has people in it who would know what you are talking about in this 
bill. 

Further, it has a regional organization. It has the 12 banks. Each 
of these banks has a board of directors made up of bankers and busi- 
nessmen largely from the region served. It has a staff of economists. 
It has an intimate knowledge of the conditions, the economic condi- 
tions, of the district. In fact, it just had to have that. 

No other organization that I know of has all of those things—I mean 
experienced loan officers, and so on, this background in the district, 
the location in the district, the close ties with business and banking. 

And if the Federal Reserve wanted to, it certainly is the agency 
that could most easily get these organizations established, and, once 
established, it certainly could, without any great difficulty, supervise 
them. 

Senator CLark. Do you not think that most of the capital for these 
national investment companies would have to come from Federal 
Reserve member banks ? 

Mr. Neat. I think so, because this is an untried field. The New 
England and New York development corporations, the 6 that are in 
existence, have managed to scrape up $1,750,000 roughly, and that is 
from private, nonbanking sources. Th: at represents —plus or minus 
maybe $500,000—about all the money that you can get into these 
things. 

Senator Crark. That is just capital though, is it not? 

Mr. Nea. This is capital. 

Senator Ciark. Because they tell us that the banks which are mem- 
bers of these development companies have extended lines of credit for 
loan purposes which would roughly run around 10 to 1 in capital. 

Mr. Near. What I was referring to was the nonbank sources of 
capital. 

Senator Crark. Yes. 

Mr. Nera, The experience we have demonstrates it is a fairly small 
amount. So that what I am really doing is reinforcing your sup- 
position—that the banks will probably, when you try to increase this 
capital, have to put up the ¢ oP al—but not necessarily the Federal 
Reserve banks. I think if the Federal Reserve banks handled this 
right, they would put up virtually nothing. 

Senator Crark. But the member banks would put it up? 

Mr. Neat. They would make it a matter of pride that the member 
banks rather than the Federal Reserve banks put it up. 

Senator Crark. It would, generally speaking, be Federal Reserve 
member banks? You would not get much from the banks not mem- 
bers of the Federal System, would you? 

Mr. Near. Well, you do get some from savings banks, for example, 
in the Northeast. 

Senator Crark. You ought to get some from insurance companies, 

Mr. Neau. The insurance companies have even been able to buy the 
common stock of these presently operating corporations. 

Senator CLrark. Yes. But your experience with the Federal Re- 
serve would lead you to hope that because of the setup of the boards 
in the districts, including the membership of businessmen and non- 
bankers on those boards, that it would be a realistic hope that you 
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could get the capital for these Federal investment companies if we 
set it up, without expecting the Federal Reserve bank itself to put 
up all the money / 

Mr. Neat. Yes. 

Senator Crark. I would like to ask you a couple of questions on 
other subjects, but I wonder if you had completed what you wanted 
to say ? 

Mr. Near. With the filing of this statement, sir, I think I have 
covered the major points I wanted to make. 

Senator Crark. What is your view, Mr. Neal, as to whether the 
birth and growth rate in small business today is generally satisfac tory? 
I know that is a big and broad question, but we have had some con- 
flicting testimony here as to whether there is any legitimate need for 
concern at the high level of failures of small business in view of the 
fact that there seems to be also a high level of starts, also as to whether 
there is a growing concentration of wealth in a few large companies 
which would call for the intervention of some agency like the national 
investment companies to preserve and perhaps substantially increase 
the share of the economy which is operated by small business. 

I wonder if the CED has any views on those broad policy questions, 

Mr. Neau. Well, I cited the basic philosophical position earlier that 
CED believes that we need a healthy birth and growth rate of small 
business at all times. 

Senator CLark. Do you think we have it now 4 

Mr. Neau. I think we have a birthrate for new business which by 
almost any reasonable standard is high. 

Senator CLrark. And that would include the premise of an expand 
ing economy / 

Mr. Near. Yes. But I think that no matter how high that birth- 
rate may be, it still could be higher, and, more important, I think that 
the growth rate of small business, the fact that a business gets estab- 
lished and develops an opportunity and then is not able to grow fast 
enough to take full advantage of the opportunity, is the real] propia 

There is little problem in getting enough capital together to get 
started. It is where you go after you get started. And no matter 
how much capital you make available, more starts are going to mean 
more failures, because there just are not that many good ideas and 
good managers in the world. 

But it is out of the successes that we will get our large and thriving 
concerns of the future, and it is that growth area which is made so 
difficult by, as you know, the corporate income tax—that growth area 
where I think the real difficulty lies. 

Senator Clark. Does CED take any position on the desirability 
of a graduated Federal corporate income tax / 

Mr. Neat. I think CED has expressed itself in its most recent 
policy statement, and it expressed itself as it did earlier in this state- 
ment that I referred to in 1947—as opposed to any special tax treat- 
ment of small business as a class. 

Senator Ctark. Why do you say that? Is it not Important to have 
a little countervailing power here, as Professor Galbraith would say! 

Mr. Neat. This in no way detracts from CED's position as to how 
it feels about small business and the need to finance small business and 
so on, but it does not feel this is the right way to do it. 

The progressive income tax on corporations is an economic abomi- 
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nation. There is no sound basis in economic principle for applying 
the “ability to pay” test to corporations, And CED is, above all else, 
interested in applying sound economic issues. 

Senator Ciark. Yes, but CED, like everybody else, would have to 
realize that occasionally economic abominations are social goods. 

Mr. Neat. In this case, sir, I do not think that test will stand up. 
I am not sure that the stockholders of the larger corporations, who 
will get smaller dividends, let us say, as a result of the progressive 
corporate ti ix, are any less deserving of the return on their investment 
than the closely held small enterprise. Remember, most of these small 
enterprises are closely held. 

Senator CLark. Yes. I do not think we want to get into a dis- 
cussion of that. I would only point out that the policy problem is 
whether, if you work for a living, you ought to be better off than if 
you just sit back and get your dividends and interest. We could talk 
all day about that, and Tam happy to have you have the last word, 
Mr. Neal. 

Mr. Nea. I resent the implication that a stockholder does not work 
for a living; that’s all. 

Senator CLrark. That is a good way to leave it. 

How do you feel about a change in the estate inheritance taxes in 
the interest of trying to keep these small businesses going as opposed 
to hav ing to sell them to raise mone y for estate taxes / 

Mr. Neat. That is a tax reform which I know we have discussed in 
CED. I think that in our earlier statement we even expressed our- 
selves in favor of reform along that line. This is not in our opinion 
class legislation because it would apply to all estate inheritance taxes. 
It happens it would be most favorable on small business; that’s all. 

Senator CLark. One final question. Does CED take any position 
on the efforts to get an area redevelopment bill through the Congress ¢ 
‘That is related to this small-business hearing because some of the State 
development companies, particularly—and I would think possibly the 
national investment companies would be concerned with giving pri- 
ority to assisting areas where there is a large labor surplus, where there 
are ‘depressed pockets in the economy, to get on their feet. It has 
been suggested—only suggested—that perhaps we could combine the 
2 measures in 1. Do you have any views on that ? 

Of course, that could well be another economic monstrosity but it 
might be desirable, nevertheless, to give such a pr ior ity. I spe ak feel- 
ingly because of my own Commonwealth of Pennsylvania where we 
have so many of those de pressed areas. 

Mr. Nrav. Well, first, may I say that CED has not expressed itself 
on the area redevelopment bill. But CED is cognizant of this prob- 
lem, and that cognizance is evidenced by our setting up an area 
development division within the CED in which we shall be concerned 
with sound measures for promoting employment of unemployed in 
these pockets where they exist, and with raising low-income people 
In agriculture and mining where those low incomes exist. 

Naturally, our predisposition as CED is to try the private route as 
far as you can. 

Senator Ciark. Of course, we have to answer the question as to 
whether that has not been tried now for a good long while and has 
not worked for a good long while, particularly in the anthracite 
areas in Pennsylvania, for example. 
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Mr. Neat. Well, I think that until you have something like a na- 
tional investment company properly financed to aid the local efforts 
that we would not really have a good test of how far private efforts 
can go in this direction. 

Senator Crark. Would you have any objection to writing in a pri- 
ority in the making of loans and investments to areas of chronic and 
longstanding depression ? 

Mr. Neat. This raises a very fundamental question. We are talk- 
ing here about a private institution, privately financed. I think such 
institutions must be managed as businesses are managed. ‘The only 
concern I have is that risks which can be financed by other inst itutions 
already established should be so financed and that these national in- 
vestment companies should fill a real gap. 

Now, if there are good risks in depressed areas—and there usually 
are—then these institutions will move in there. You would not have 
to ask them to give priority. 

Senator Crark. Well, now, wait a minute. Inevitably you are 
going to get an enormous number of applications I would think from 
areas where, generally speaking, economic conditions are thriving. I 
would think you would be far more likely to get applications from 
those areas than from depressed areas. 

Mr. Neat. I see no reason—because, after all, you want to express 
the intent of the Congress—I see no reason against saying that one 
of the purposes of this act is to provide more adequate financing for 
redevelopment of depressed areas, and so on. 

But “priority” signifies Government and signifies some lining up. 
And if I were running a private financial institution I would not want 
to be quite so bound up. 

Senator Crark. I gather then that CED has taken no specific posi- 
tion on this depressed area problem but that since you set up a unit 
within your organization to consider it, at least philosophically you 
would not favor letting these depressed areas go all the way under, 
the way the mining towns in the West did toward the end of the last 
comtury 

Mr. Neat. Certainly CED’s setting up this unit is recognition of a 
feeling on the part of the business people who run the CED that 
business has a responsibility in these areas, No. 1 and No. 2, that 
perhaps that responsibility has not been fully carr “He 

Senator Crark. Thank you very much, Mr. Neal, for some very 
stimulative and helpful testimony. We are very happy to have had 
you here. 

Mr. Neat. Thank you for asking me. 

(The prepared statement of Mr. Neal follows :) 


STATEMENT OF ALFRED C. NEAL, PRESIDENT, COMMITTEE FOR ECONOMIC 
DEVELOPMENT ° 


My name is Alfred C. Neal, and I am testifying on behalf of the Committee 
for Economic Development. 

In asking me to respond to your invitation to testify, our chairman, Mr. 
Donald K. David, had in mind that prior to coming with CED I had made the 


‘The Committee for Economic Development is a private, nonpolitical organization of 
businessmen formed to study and report on the problems of achieving and maintaining a 
high level of employment and production within a free economy. Its research and policy 
committee issues from time to time stateme nts on national policy containing recommenda- 
tions for action which, in the committee’s judgment, will contribute to maintaining 
productive employment and a rising standard of living. 
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subject of financing of new and growing enterprises a subject of my own study, 
and investigation, and experience over a period of more than 10 years. 

CED’s concern with this important issue goes back almost to the foundation 
of the organization. As early as 1943, CED organized a Small Business Com- 
mittee and out of its work have come two major publications which provide the 
basis of CED’s stand on the legislation before you. In 1947 the research and 
policy committee of CED issued a policy statement entitled “Meeting the Special 
Problems of Small Business” and in 1948, a definitive book, based on research 
commissioned by the committee and written by A. D. H. Kaplan, was published 
under the title “Small Business: Its Place and Problems.” 

I shall state CED’s standing position on the issues involved in the bill to 
establish national investment companies and then, because CED has not re- 
viewed the subject recently, I shall go on to state some views of my own. And 
it may help the committee if I make clear that in this statement I am concen- 
trating upon S. 2160, introduced on May 27. 

I should like to begin by stating six principles which have become well es- 
tablished in the Committee for Economic Development, and upon which CED’s 
support of this type of credit rests. 

1. CED favors national and business policies which will help to maintain a 
high level of economic activity and a maximum rate of economic growth. 

2. CED believes that a healthy birth and growth rate for small business is 
needed to maintain a healthy rate of growth in the economy. 

Equality of opportunity for every type and size of business should be a na- 
tional goal. Such equality of opportunity is vital in preserving a healthy, 
growing and productive system of business enterprise and, by the same token, the 
well-being of this country. 

3. CED recognizes that one of the fundamental needs of small and medium 
size business is more adequate financing. 

CED's earlier findings on this subject have been confirmed many times subse- 
quently in testimony before this and other committees of Congress. 

Thomas B. McCabe, testifying before this committee in June of 1950 as Chair- 
man of the Board of Governors of the Federal Reserve System said, in part: 

“There are pockets in which for one reason or another existing financing 
facilities do not fully meet the need of small business. Small business concerns 
do not have access to equity and long-term borrowed capital in the way that 
large companies do * * Neither stock nor bond financing in the forms gen- 
erally available is what the small-business man is looking for * * There are 
very few institutions in existence equipped to supply small business both with 
long-term credit and equity capital.” 

The Board of Governors of the Federal Reserve System in a report entitled 
“The Cost and Availability of Credit and Capital to Small Business,” submitted 
to the Senate Small Business Committee on October 10, 1952, said in part: 

“For various reasons * * * the availability of individual saving for direct 
investment in small-business concerns has diminished in the past 15 years. Also, 
higher personal and corporate income tax rates have reduced the volume of 
business earnings available for reinvestment * * * On balance, it is probably fair 
to say the availability of long-term debt and equity capital to small business 
has tended to diminish somewhat over the past 2 or 3 decades.” 

1. The perennial consideration of special legislation to aid in the financing 
of small business is in large measure the result of a tax system which has dried 
up previously available sources of equity capital. 

CED’s most recent statement on tax reform was made last Friday before the 
Subcommittee on Fiscal Policy of the Joint Economic Committee by Frazar B. 
Wilde, chairman of the CED research and policy committee. 

5. CED recognizes the need for and advocates continuing the appropriate use 
of monetary policy—specifically, a restrictive monetary policy—in times such as 
the present when inflationary pressures are strong. 

It is safe to conclude from our general body of work in this field that CED 
would not favor the establishment of national investment companies as a device 
for eliminating from the small-business area the effects of a general policy of 
credit restraint. We are concerned, however, that credit restraint bear equitably 
on all sizes and kinds of business. 

6. CED has a record of long-standing opposition to Federal Government sub- 
Sidies, direct loans or unrestricted guaranties of loans, except in periods of 
emergency. CED believes that it is important that our private financial system 
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be able to meet the legitimate financing needs of private business under all 
ordinary circumstances. 

CED has not stated its position specifically on the lending functions of the 
Small Business Administration. I think that it is at least questionable that 
CED would support continuance of these lending functions after the national 
investment companies have become operative. 

In its 1947 statement CED proposed that the so-called capital banks (or nation- 
al investment companies) be chartered by the Federal Reserve System and sub- 
ject to their supervision. CED also has advocated Federal Reserve guaranties 
of term and capital loans by commercial banks. It has not, however, expressed 
itself on the issue of the Federal Reserve banks buying stock in national invest- 
ment companies. 

Similarly, CED has expressed itself upon numerous occasions as being opposed 
to special tax treatment for small business as a class. It has, however, taken 
no position with respect to a provision for a tax-free accumulation of a loss 
reserve contained in the bill to establish national investment companies. 

It is against this background of basic CED positions or absence of them that 
our position on the national investment companies proposal should be judged. 
Sased on the record there is no question that CED favors this type of institution 
in principle. 

So that the CED position on this important point may be absolutely clear, 
permit me to quote that section of the 1947 policy statement entitled “Capital 
Banks for Smaller Enterprises,” beginning on page 37: 

“Present banking facilities should be supplemented to open up, for the small 
enterprise, channels for capital loans and equity capital. The committee sug- 
gests the formation of new capital banks for this purpose. 

“The small-business front is broad and varied. Its requirements for equity 
capital are large and continuous. Our tax system has slowed up the rate at 
which the small enterpriser can plowback profits to increase equities, The tra- 
ditional friendly neighbor or relative who is prepared to make a personal invest 
ment in an attractive venture is increasingly rare. The commercial bank is 
ordinarily not geared to the sharing of investment risk with its borrowers. There 
is, therefore, the need of a financing agency devoted exclusively to the require- 
ments of small business for long-term and equity capital. 

“On the premise that unnecessary duplication of facilities should be avoided, 
this suggestion contemplates the setting up of special capital banks as an exten- 
sion of the present commercial banking system. The capital banks would be 
chartered under the Federal Reserve System and would operate under banking 
rules adapted to their special purposes. Initially the stock of a capital bank 
for a given community or area could be subscribed by the banks therein up to 
a specified percentage of their capital and surplus. In order to enlist broad 
interest and experience in behalf of the capital bank, business firms and indi 
vidual investors should also participate. Apart from their capital contribution, 
business participants in the capital banks are advisable to contribute their 
experience as to the conduct of the businesses to which equity capital may be 
advanced. 

“The chief clientele of the capital bank could be expected to be customers 
referred by the commercial banks. The capital bank would be empowered to 
make long-term loans to or purchase the securities of Small- and medium-size 
firms. The securities could include bonds, preferred stock, or common. stock, 
The activities of the bank would be focused on the requirements of small busi- 
ness, with limitations on the size of loans or security purchased in any one 
enterprise. So long as the capital bank held stock in a firm, the bank would 
share in its profits on a basis commensurate with the risks. In the interest of 
conserving independent small-business ownership and in order to make this type 
of financing attractive to the owners, redemption of stocks would be permitted to 
the enterpriser within liberal time limits on a mutually agreeable basis. To 
meet the special needs of small-business financing the capital banks should set 
up appropriate consultant services as part of or supplementary to the financing 
program. 

“The committee looks upon this proposal for capital banks as a means of 
developing new and specialized techniques for meeting the peculiar require 
ments and for developing the potential of small business as an investment. 
Appropriate legislation permitting the establishment of the capital banks and 
the participation of commercial banks, and the establishment of appropriate 
rules by the Federal Reserve System should be given consideration by the 
Congress.” 
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This outline of CED’s capital bank proposal makes clear that the bill before 
you, like previous bills on this subject, follows very closely the pattern CED 
advocated 10 years ago. That is why CED endorses the establishment of this 
kind of institution now. 

I would like now to touch briefly, and in a persenal capacity, on three addi- 
tional aspects of the legislation before you. First, I wish to express some reasons 
why I think the Federal Reserve should charter and supervise these institutions. 
Second, I want to review some of the experience of the State development cor- 
porations which 8S. 2160 would encompass within the scope of national investment 
companies. And, finally, I would like to comment upon several other features of 
the proposed bill. I am making all of these personal comments solely in the 
interest of trying to help the committee obtain the best bill possible for meeting 
the problems with which it will deal. 

The Federal Reserve’s recent position on proposals of a similar type, in my 
opinion, had been too modest and too self-effacing. 

As the record shows, the Federal Reserve has had a long interest in this 
subject. It has studied it in numerous special investigations which it has made 
available to the Congress and it is currently well informed. 

The Federal Reserve has had long experience in the financing of marginal 
credit risks through its administration of section 13 (b) of the Federal Reserve 
Act and of the V loan program which it currently administers for the Depart- 
ment of Defense. It has in the 12 Federal Reserve banks and 24 branches both 
a regional organization and a staff of informed and experienced officers whose 
services would be available in part for the purpose of establishing investment 
companies. It has, in addition, a competent staff of examiners who in several 
areas of the country have already had experience with State development 
corporations which might well be chartered under the National Investment 
Company Act. 

Through its regional organization, the Federal Reserve is in close contact 
with banking and other financial institutions which would be expected to play 
a large part in establishing and running national investment companies. 

Finally, and perhaps most importantly, the Federal Reserve is ably staffed 
with economists both at the Board of Governors and in the Reserve banks who 
would be capable of assisting their examining staffs in administering the pro- 
visions of the National Investment Company Act. The problem in this connec- 
tion will be intelligent supervision to insure that the purposes of the act are 
carried out and that the financing conducted by national investment companies is 
in the national interest and does not degenerate into financing a program of 
“robbing Peter to pay Paul,” such as would be involved in the financing of 
runaway plants. 

For these reasons and others, I would favor personally the adoption of these 
provisions of the bill which would give to the Federal Reserve System the 
authority to promote, charter, and supervise national investment companies. 

The need for this action is demonstrated in the experience of State develop- 
ment credit corporations which have been chartered in at least 14 States to 
carry on a range of activities similar to that authorized in the proposed National 
Investment Company Act. 

The pioneer in establishing a State development credit corporation was the 
State of Maine which authorized such a corporation in 1949. It was followed 
by New Hampshire in 1951 and the remaining four New England States in 1953. 
In later years New York, North Carolina, Michigan, Wisconsin, South Dakota, 
Arkansas, Kansas, and Georgia have formed similar corporations. Seven of these 
corporations are actively in business and have made loans; those in Maine, 
New Hampshire, Massachusetts, Connecticut, Rhode Island, New York, and North 
Carolina. 

Thanks to a continuing survey conducted by the Federal Reserve Bank of 
Boston, data are available on the operations of the six northeastern develop- 
ment credit corporations. These 6 corporations have 793 stockholders who have 
bought nearly $134 million worth of stock (as of December 31, 1956). <A total 
of 480 financial institutions—banks, insurance companies and others—have be. 
come members of these corporations and in doing so have pledged themselves to 
lend up to $28,600,000 to the development credit corporations. These corpora- 
tions have called from their members nearly $6 million for the purpose of carry- 
ing on their activities. 

These 6 corporations have received 806 applications for loans or other financing 
and have approved 253 loans for a total amount of $17,770,000. So far the 
record shows but one loss and it in the amount of $8,346. 
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It should be emphasized that these State development credit corporations 
conduct business under rules which prevent the making of any loan or invest- 
ment that any of the member institutions may wish to make themselves, or that 
can be made by any similar conventional institution. We have here, therefore, 
a record of the extent of the unsatisfied need for credit which cannot be ob- 
tained from conventional financing institutions, This record should forever 
lay the ghost of the argument that there is no need for these institutions. 

In fact, one of the most important needs which has been met by these in- 
stitutions is that of “a court of appeals” for credit. A business turned down 
by a local bank or insurance company can always be referred to a development 
credit corporation which will review its financing needs without prejudice. 

This review, I have been told, has resulted in the placing of more loans out- 
side the corporation than have been made by the corporations themselves, 
This is because, somewhere along the line, one of the member institutions, 
after the more thorough investigation made by the credit corporation, often 
decides it will do the financing and exercises its privileges to take on the 
customer rather than permit it to remain with the development credit corpora- 
tion. Thus the development credit corporations have improved greatly compe- 
tition in the credit market at least as it applies to marginal credit risks. 

The extent of local initiative and private enterprise and investment which 
is evidenced in the record of the State development credit corporations argues 
forcibly for that provision in S. 2160 which gives priority in each State to an 
existing State development credit corporation to obtain a charter as a national 
investment company. In this way the National Investment Company Act 
would complement rather than compete with the present effort which is being 
made in this field. 

I should like now to comment upon some other specific provisions of S. 2160, 

Section 103 (a) provides that each company organized under this act shall 
have a paid-in capital and surplus equal to at least $5 million before it shall 
commence business. In my opinion this minimum capital is too high and will 
impose a considerable obstacle to establishing national investment companies, 

Compare this minimum $5 million capital with the paid-in capital of the six 
northeastern corporations. Maine has $82,800. New Hampshire has $103,300, 
Massachusetts, the largest, has $748,660. Rhode Tsland has $152,000; Con- 
necticut $112,500; and New York $429,900. Admittedly, some of these corpora- 
tions are too small and none is large enough. A minimum of $5 million, how- 
ever, would require a total capital of all of the possible corporations of more 
than a quarter of a billion dollars. Based on the experience in the North- 
eastern States, it would seem that neither the figure of $5 million per State, 
nor that of a quarter of a billion dollars for all the States, Territories, posses- 
sions, the District of Columbia and the Commonwealth of Puerto Rico are 
appropriate. 

Having criticized the minimum $5 million capital provision I would like to 
be precise in suggesting what would be an adequate amount of capital per 
corporation. But to name any figure for any State would be arbitrary. The 
minimum capital required will depend upon the job to be done, the extent of 
private investment and the degree of voluntary cooperation secured from the 
banks and other financial institutions in the area served. 

I would suggest, therefore, that initially the Federal Reserve be authorized to 
apportion a total sum not to exceed $50 million among various areas where 
national investment companies are authorized. It would seem to me that a 
minimum of no more than $500,000 would be sufficient if a minimum has to be 
specified in the bill. This minimum is considerably higher than the minimum 
requifed for the establishment of national banks, for example. 

If the minimum capital in section 103 (a) is changed there would need to be 
a corresponding change in section 107 which specifies the maximum amount of 
financing to any one borrower. 

There is contained in section 109 a number of provisions for special tax treat- 
ment of national investment companies, and specifically, for a tax-free accumu- 
lation of earnings, which I believe should be used to establish a loss reserve. In 
the six Northeastern States the private capital obtained by the development com- 
panies totaled less than $1,750,000 which is inadequate. This demonstrates that 
private capital is reluctant to enter into the financing of institutions like the 
national investment companies under present tax laws. 

I think this experience also demonstrates something else. With limited private 
capital available for this purpose and without any special tax provisions, devel- 
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opment credit corporations have been hard pressed to make a good financial 
showing. ‘This is so much the case that it has been alleged they have been unduly 
restrictive in their financing. If these institutions are to receive special tax 
treatment to encourage them and to permit them to take risks, I think there 
should also be some assurance that they will take the risks for which the tax 
treatment is given. 

To this end, I propose that there should be incorporated in the bill a directive 
that the supervisory authority—the Federal Reserve System—should assure itself 
that national investment companies are (@) undertaking only such financing as 
is not available from conventional sources; and that (0) financing undertaken 
by national investment companies shall be transferred to conventional financing 
institutions as soon as such institutions are willing to buy the obligation at a 
mutually satisfactory price in any specific case. 

Section 201 of the bill provides for the repeal of section 13 (b) of the Federal 
Reserve Act 1 year after the date of enactment of the National Investment Com- 
pany Act. While the intent of this provision is good, I think that it is techni- 
eally defective. There is no assurance that within 1 year a national invest- 
ment company will be operating in every one of the areas in which section 13 
(b) is now etlective. These areas, therefore, would have denied to them the 13 
(b) privilege without receiving anything in return. Accordingly, I would sug- 
gest that section 13 (b) be repealed with respect to those areas in which a 
national investment company is operating, but that it remain on the books with 
respect to other areas until national investment companies are formed there. 

May I, in closing, express my appreciation for this invitation to appear before 
you. I hope that what I have had to say will be helpful to you in drafting the 
best possible legislation for dealing with the special financial problems of small 
business. 


Senator Ciark. Mr. David Scoll. 
Mr. Scoll, we are happy to have you here. I understand you have 


a pretty long background in this field, and we are most interested to 
get the benetit of your views. 


STATEMENT OF DAVID SCOLL, NEW YORK, N. Y. 


Mr. Scott. Thank you, Senator. 

My name is David Scoll. Iam a partner in the law firm of Landis, 
Taylor & Scoll, New York City. 

I understand that the reason I am here is that I had some e Xperience 
with another committee of this Senate, namely, the Joint Economic 
Committee, which in the $list Congress introduced a similar bill to this 
one. 

Prior to that time I was on the staff of the Temporary National 
Economic Committee, and before that time I served with the Re- 
construction Finance Corporation, working on Section 4 (d), or busi- 
ness loans. ‘That comprises my experience in this field. 

I would like to sketch out a little bit the experience we had with 
the predecessor bill in 1950. 

As the Senator recalls, Mr. McCabe was then the Chairman of the 
Federal Reserve Board, very much—and I understand still very 
much—interested in this problem. 

With the members of the staff of the Federal Reserve Board, I 
cooperated as one member of the Senate staff. We drew up a bill 
in conference with various authorities, including the CED, the 
Brookings Institution, and some of the banking and investment com- 
munity. 

We took that bill ee and talked to various Federal Reserve 
banks—Philadelphia, New York, Chicago, and San Francisco. 
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Senator Cuark. Mr. Alfred Williams was then the chairman of the 
Philadelphia board, was he not? 

Mr. Scout. Yes, he was. And we also conferred with the repre- 
sentatives of the Boston bank. 

The reception that we got to the bill was very different in each 
community. It depended upon where you were as to what kind of a 
reaction you got. I think this is extremely significant and is some- 
thing which the committee should take into account in the considera- 
tion of the bill and the final form that it takes. 

Senator Ciark. Mr. Scoll, that bill that you took around was not 
substantially different from the one we have under discussion now, 
was it? 

Mr. Scotu. It is substantially the same bill, Senator. 

Then, as now, there was great concern about the capital needs of 
small business. The flood of mergers of small businesses into larger 
businesses was just beginning. It has now reached full tide. Many 
of the businesses that at that time were looking for long-term capi- 
tal could not find it and have since disappeared into larger com- 
panies, 

Senator Ciark. I wish you would expand that a little bit. You are 
talking about the, to me, somewhat frightening merger rate. And 
yet it seems very difficult to get any testimony before this com- 
mittee to the effect that small businesses are being swallowed up by 
larger businesses and that the position of small business in the economy 
has deteriorated substantially since World War II. I wonder if that 
represents your thinking and whether we have anything to back it up. 

Mr. Scouu. It represents, sir, more than my thinking. It repre- 
sents some observations. I do not think I should name companies 
here. The merger pace that has been going on in, let us say, the instru- 
ment field, having to do with all sorts of electronic instruments and 
various components of the machines that go into the defense pro- 
gram, for example. I am sure that anyone who reads this record 
and who reads the newspapers knows that these mergers are going on 
at a great clip. And one of the reasons—and perhaps the primary 
reason—they are going on is that the small instrument one 
let us say a company that does a gross of a million a year—comes upon 
a defense contract which needs a half a million dollars or a million 
dollars of new money for expansion. It cannot borrow that money 
from the commercial banks because the commercial banks are not mak- 
ing capital loans. They are making at the most 5-year loans. 

To give you an ex: imple, I worked out a little arithmetic here, and 
I think I may be wrong in my figures but I do not think I am wrong 
in the principle. Let us take a company that does a million dollars 
gross, and it nets 8 percent, or $80,000. After tax, profit is around 
$40,000. 

By borrowing $300,000, it can treble its gross to 3 million. 

If it wants to borrow this money, it has to go to a commercial 
bank or some affiliated institution, such as an insurance company 
if it has triple grade A-1 credit. It can borrow it probably on 5-year 
term. 

Well, now, if it trebles its net by borrowing $300,000, making a 
net of $240,000 from an original $80,000, after it takes out its depre- 
ciation on a 10-year basis for the new equipment and its interest at 
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6 percent—and these companies, most of them, borrow at 514 to 6 
percent—it pays its 52-percent tax, and it has left for amortization 
and profit around $90,000 to $93,000. It borrows for 5 years. It has 
to pay $60,000, It comes out w ith about $30,000. 

If I were a commercial banker and I looked at that proposition, 
I would have to say, “Gentlemen, you do not have enough protective 
margin for a loan of $300,000, even if you can perform your con- 
tract, which we think you can.” 

It is this situation which is forcing a great many companies to 
sell out, merge with other companies. 

All of these companies are in a price or labor squeeze. These are 
all manufacturing companies. ‘They are all paying top salaries to 
engineers and top salaries to their technicians. These companies feel 
the squeeze of high costs. 

They do not have the volume and they do not have the cushion to 
be able to stand up to this squeeze and go out into the capital markets 
and attract the kind of capital, let us say, that goes into the oil business. 

To give youa simple example, if you bought Standard Oil Company 
of New Jersey stock 3 years ago and paid a hundred for it and you 
bought a 100 shares, today your stock is worth $19,500. Why would 
anybody 3 years ago have wanted to put $10,000 in a little instru- 
ment company doing a gross of a million dollars a year wae *n he could 
put that money in Standard Oil and double it plus his dividends in 
3 years ¢ 

In other words, what the small companies face is an unequal com- 
petition for capital. To paraphrase George Orwell, the capital mar- 
kets are equally open to all companies, only it is more equal to some 
than it is with others, 

And the commercial banks and the insurance companies, faced with 
a choice of risk, being regulated banks and regulated companies and 
being men of caution, are not going to take a chance. And neither you 
nor I in that position would want to take a chance. 

Senator CLark. I agree with that completely. 

Mr. Scotu. My criticism of the original bill that we drafted—now 
Lam indulging in a little hindsight—is that I think we overemphasized 
then, as this bill tends to overe mphasize, the expectation of coopera- 
tion from the commercial banks and the so-called other financial insti- 
tutions, which are the insurance companies. 

Senator CLiark. Frankly, that is what gives me some concern too. 
I wish you would elaborate on that a bit. 

Mr. Scott. Well, I will go back for a minute to 1950 just before the 
Korean war. We held a meeting in New York with the members of 
the staff of the Joint Economic Committee, Mr. McCabe, and the presi- 
dents and chairmen of every life-insurance company with assets of at 
least $5 billion. In other words, all of the big companies were there. 
And we 

Senator CLark. Did you mean to say “billion” ? 

Mr. Scoiyi. | meant to say “billion? I said I do not want to name 
names so I will have to try to identify them in other ways. 

This idea was kicked around the table for a whole evening. The 
consensus of the loan committee chairmen of the insurance companies, 
the bond committee and finance committee chairmen, or the bond pur- 
chase committee chairmen, was that this bill was unnecessary. That 
was also the feeling of the Federal Reserve Bank of New York. 
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But out of this meeting came a promise that the insurance companies 
would make a drive to get small-business companies to make private 
placements with them in any amount—$25,000 and up. 

The result of the drive was zero, They never got any. ‘The rea- 
son they never got any I think is the obvious one—that the smal] busi- 
ness, confronting the problems that a small business has to confront, 
just is not eligible for an insurance company loan. 

If the insurance companies and the commercial banks are going to 
be asked to do indirec tly through these national investment es unles 
what they have been asked to do directly and cannot do, I think the 

result may turn out to be the same, for the reasons that I have indi- 

cated. Not only the competition for capital and for loans and the risk 
problem, but also there is the very real problem that no commercial 
bank wants to be in the position where through stockownership in a 
national investment company it is treating one on its customers to 
somewhat better terms than it may be treating a customer with whom 
it is doing business direct. 

This is a problem which I think we have to face. 

Senator Clark. What do you mean by “one of its customers 

Mr. Scott. Well, let us assume that you have in Philadelphia two 
companies, each of which wants to oe money. One of them has 
grade A-1 credit, and, as a customer of a large commercial bank in 
Philadelphia, it has no trouble getting is money. Of course, it has 
an open line of credit, let us say. 

Senator Crank. You are talking about short-term money now 7 

Mr Scout. Well, short-term money. An open line of credit some- 
times is long-term money. 

Senator Ciark. Yes, but are we not concerned largely with the capt- 
tal-investment problem ? 

Mr. Scotu. We are, true, but let us assume that these two companies 
are in the same line of business. One of them is strong enough to go 
on a line of credit, short-term credit, let us say, with the bank. The 
other customer is not strong enough. 

Now, the bank, by being a stockholder in the national investment 
company, sends its customer to the national investment company, and 
there it gets a long-term loan. 

Senator CLark. Sends the second customer / 

Mr. Scott. The second customer; yes. The weak customer goes to 
the national investment company and gets a loan. The bank is in kind 
of an equivocal position. 

Senator Ciark. Well, that might be. 

Mr. Scortu. Bankers sometimes lean over backward in those situa- 
tions. 

The point I am coming to, that I emphasize, is this: I think that the 
emphasis of the nation: al investment companies has to be to get the 
cooperation of investment bankers and people who are used to invest- 
ing money and taking risks. 

Senator Ciark. Rather than commercial banks? 

Mr. Scoutu. Rather than the commercial banks. TI am not saying 
that the commercial banks will not cooperate with the national invest- 
ment company scheme. In some sections of the country they will. In 

California, for example, they certainly will, because they are accus- 
ask to making these above-the-line loans, as the ry are called. 
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Senator Ciark. I think I am right in saying that not very many of 
them have a great deal of capital of their own, unless we are talking 
about a different kind, unless you and I are at cross purposes. W hy 
would an investment banking concern want to subscribe to the stock of 
a national investment company as opposed to making these loans 
directly—or I mean as opposed to floating these loans directly, because, 
by and large, they are really pretty much agents; don’t you think? 

Mr. Scout. Yes, sir; that is correct. By and large they are agents. 

Senator Char. Let us take Morgan, Stanley & Co. as an example, 
just because it is sort of a prototype. They do not have an enormous 

capital any more, but they have the confidence of the financial com- 
munity. When their names go on an investment issue that gives it : 
certain currency which it would not otherwise have. 

Why would an investment concern like that be interested in these 
national investment companies ? 

Mr. Scott. I am not sure Morgan, Stanley or any house of that 
nature would. But there are all kinds of security underwriters and 
investment bankers, and there are many of them, some of them, who 
actually specialize with small situations and new companies. 

Senator Crark. | BOW, but would they not still be more interested 
in doing this directly than in subscribing to the stock of a national 
investment company where they would have some of their capital 
tied up and presumably would not get anything like as good a return ? 

In other words, is it not the reverse of the commercial banking 
situation? It is too risky for a commercial bank and not risky enough 
for an investment bank or at least not profitable enough for an invest- 
ment bank ? 

Mr. Scott. I think you are quite right. In the initial instance, one 
of these situations is not profitable e nough for an investment banker. 
But if there are sufficient tax incentives and inducements to invest in 
the investment company under the tax provisions of this section of 
this bill, which I will get to in a minute, this could be a “farm” for 
growing small companies, to build them up to the point where they 
could be customers for public financing. 

Senator CLark. Somewhat like the minor leagues in baseball ? 

Mr. Scott. Somewhat lit the minor leagues in baseball. 

This was the position that was taken by some of the investment 
bankers to whom we talked about this bill in 1950 in your city and 
in New York and in Chicago. They felt that if the inducements were 
sufficient to make it desirable to invest money in these national invest- 
ment companies, they could use this as a device for taking weak 
companies, strengthening them, and building them up as candidates 
for public issues. 

Senator CLark. How would the bill have to be amended to make 
that inducement greater ? 

Mr. Scott. I have no specific recommendations to offer at this time. 
[ would be glad to suggest some language changes. But the spirit 
of the thing I think is the important thing. In some of the language 
of the bill—for example, in section 110 (a) | 

Senator Crark. Would you wait just a minute until I can follow 
you? 

Yes, sir? 
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Mr. Scouu. The first clause says that the operations of a national 
investment company shal) be undertaken in cooperation with banks 
or other financial institutions. I think the phrase “other financial 
institutions” is too restrictive. I think it has generally the meaning 
of life-insurance companies or savings banks or banks of that ns ta 

Senator CiarK. I agree with you. 

Mr. Scoun. I think that language should be broadened. 

Also in paragraph (c) it says that the Board is authorized to 
prescribe regulations governing the operations of national investment 
companies. I think that might be spelled out in a little bit greater 
particular to indicate the basic philosophy under which the Board is 
to cooperate in this to encourage investment in these companies by 
individuals if you wish or by groups of underwriters and others who 
are willing to put risk capital into an enterprise like this. 

Senator Ciark. I wish you would give us the benefit of your de- 
tailed thinking on draftsmanship on that, if you would. I think the 
suggestion you make is one we would like to follow up. 

Mr. Scott. I would be glad to do it. 

Senator CLark. Do you see any way in which you could get the 
investment. trusts interested in this situation / 

Mr. Scoti. There is one investment trust that specializes in new 
situations, as you know, namely, American Research & Development 
Corp. Their operations I believe have been fairly successful. I have 
not. kept up with them so I do not know what their immediate situa- 
tion is. It might be worthwhile for this committee to ask Dr. Dorio 
or somebody from the American Research & Development Corp. to 
bring you up to date on this. 

Senator Cuiark. There is a great pool of capital there which, of 
course, is largely confined to the purchase of marketable securities. 
But it went through my mind if there was some way by which the 
stock of the national investment company could be given a market- 
ability the at you might tap another large pool of resources. 

Mr. Scott. I think you would, sir, and this brings me to my last 
point and the point I would like to emphasize, and that is the ques- 
tion of the tax benefit. 

The tax provisions permit a mandatory reserve I think of 50 per 
cent of capital, including borrowed capital, and permit I think it is 
20 percent of earnings in any year to be put in the reserve fund. 

As this committee knows, the device of permitting accumulations, 
tax-deferred accumulations if you will, is an accepted precedent in 
legislation for encouraging certain types of economic activity. I 
have particularly in mind the capital reserve funds in the shipping 
industry, with which I have some familiarity. 

Senator CLark. Would you include the fast tax writeoffs in that 
category / 

Mr. Scotz. The fast tax writeoffs are another. 

The pr ine iple, it seems to me, can be carried over into this bill with- 
out doing violence to tax precedents. I think the reserve provisions 
here are more restrictive than they need to be. 

Senator CLtark. Do you have the section in front of you? 

Mr. Scott. It is section 109. Without going into detail on this, 
I would like to suggest. to the committee that it consider the fact 
that if this financing plan or scheme, as it might be called, is success- 
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ik , on 
ful, a large number of bigger taxpayers are going to be created. The 
Treasury wi)) gain in revenue from the increased tax income of the 


financed smal] business companies far more than it could possibly lose 
by giving generous reserve treatment and tax-e: xempt reserve treat- 


ined to thene comp: unies. 

That has a great appeal to investors. As this committee knows, 

the universal search today for everybody who has some money to in- 

vest is a tax-sheltered position; namely, can he get his money into 
something where he can leave it and ultimate ly pay a 25-percent tax 
instead of paying a 52-percent or a personal-income-tax rate. 

This is the universal search, for which everybody in the investment 
business is looking. It exists in the shipping business, in subsidized 
shipping, as this committee knows. It should be seriously considered 
for these companies. If it is considered, you have no trouble getting 
investments from private individuals and underwriters in this field. 

Senator Crark. Do you think the technique should be through 
liberalization of the reserve requirements rather than eliminating the 
unreasonable-accumulation-of-surplus provision of the tax laws? 

Mr. Scotu. I think it should be liberalization of reserve require- 
ments, and I think they should be permitted to accumulate surplus. 

Senator Ciark. Because, after all, the reserve concept is that you 
are holding back something to meet a future loss. 

Mr. Scoui. A loss; correct. 

Senator Clark. Whereas a somewhat franker approach would be to 
say, “We want you to build up a surplus so that (@) you can make 
money and (4) you can make more loans. 

Mr. Scouz. Correct. I think that is true, sir, and I think this bill 
provides, for example, that the distribution of the reserves should be 
taxed as income tax, short-term gain rate, which I think is a little 
restrictive. If the reserve or the surplus is at any time distributed, 
it should be distributed at the normal gains rate. 

Senator Ciark. In etfect, what you are saying is if we are to get 
the necessary capital for these national investment companies we have 
got to bait the trap a little more than we have done so far? 

Mr. Scoutu. Yes, sir. 

Senator Crark. Does that complete your statement, Mr. Scoll? 

Mr. Scouu. That does, sir. 

Senator CLark. Thank you very much, Mr. Scoll. 

Senator Case ¢ 

Senator Cast. No questions. 

Senator Crark. Thanks, Mr. Scoll. It has been very helpful to us. 

Mr. Horne, would you introduce, for Senator Sparkman, the next 
witness, who is Mr. Sim Wilbanks, of Goodwater, Ala. 

Mr. Wilbanks, will you come forward ¢ 

Mr. Joun Horne. Thank you, Senator Clark. 

Senator Sparkman wanted me to explain and to tell you personally 
how much he regretted not being able to be here today. He has 
admired the manner in which you have conducted these hearings, and 
he has enjoyed participating with you in them. He had to leave 
town today, though, and he did want me to express his regrets to you 
and to tell you that Mr. Wilbanks is one of our honored citizens from 


Alabama. 
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He has had broad experience as an attorney in helping to handle 
small-business problems. He is now a thriving small banker in Ala- 
bama of recent months. I think he has something that will be helpful 
to you, Mr. Chairman, in your work in conducting the hearing. 

Thank you very much, sir. 

Senator Crark. Thank you, Mr. Horne. 

Mr. Wilbanks, we are happy to have you here. Will you proceed 
in your own way ? 


STATEMENT OF SIM S. WILBANKS, PRESIDENT, PEOPLES TRUST 
& SAVINGS BANK, GOODWATER, ALA. 


Mr. Witsanks. Thank you, sir. 

Senator Ciark. Do you have a long statement there / 

Mr. Witzeanks. No, sir, Senator. Mine is ver y short, in fact. 

Senator Crark. Good. You go right ahead. 

Mr. Wintpanks. My name is Sim 8. Wilbanks, and I am president 
and chairman of the board of directors of the Peoples Trust & Sav- 
ings Bank of Goodwater, Ala. It is certainly a pleasure to appear 
before this committee this morning in behalf of the small-business 
measures designed to assist the small businesses of eee 

I hope you will not be discouraged if I start with the frank ad- 
mission that [ am no expert on the manifold problems of small busi- 
ness. But, as a small-town banker and a country attorney who has 
represented a number of small-business concerns and groups, I am 
vitally interested in them, and find myself dealing with them almost 
daily. I am quite familiar with many of the problems faced by our 
small businesses, and I know some of their vast complexities. So, 
while I cannot pose as an expert, I am hopeful, however, that my ex- 
perience, limited though it has been to only certain of the issues of 
concern to small and independent concerns, will be of assistance to 
you as a part of a larger pattern in developing what steps can be 
taken to advance the position of small business in our economic life. 

[ am certain that I need not take up your time with a defense of 
our small-business community. As members of the Banking and 
Currency Committee you are certainly aware of the constructive and 
significant place of small business in our industrial democracy, and 
you know that, if properly nourished, this vital segment of our econ 
omy holds the key to a continued expansion in our standard of liv- 
ing. I feel that the story of small businesses in America, while 
maybe not as spectacular as that of big business, is largely the eco- 
nomic story of America 

As politic ‘al leaders who cls Lily observe and look into the business 
life of our Nation, I feel confident, too, that you are keenly aware 
that small business faces serious and very real problems in playing its 
rightful role in our economic state. You know, as all of us do, that 
small concerns find it difficult to obtain adequate financing, particu- 
larly on the same favorable rates enjoyed by their larger competi- 
tors. The inability of small firms to utilize the public securities mar- 
kets and the lack of long-term lending sources have created a ce ‘hronic 
capital-shortage for small business which slows their rate of economic 
crowth, and, in some cases, even chokes them out entirely. 
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Too, all of us are aware, that by their very size, small concerns 
cannot possibly have in their employ the management technicians, 
procurement technicians, legal and financial counselors which are 
standard to their larger rivals. It seems to me imperative, then, that 
wherever appropriate, the Government should seek to redress this 
Jack of balance. 

I was pleased, therefore, that the Federal Government saw fit in 
1951 to establish a separate —_ pendent agency to advise, assist and 
promote the inti ure of small business. I feel that an independent 
executive agency has proven its worth to the small business. I appear 
today, therefore, in support of a continuation of the Small Business 
Administration. While I do not feel competent to testify as to how 
long a charter you should grant to such an agency, I do believe that 
much work remains to be done. In fact, I do not ee the day when 
we can safely abandon vigorous support and assistance for our small- 
business community. 

I should also like to put in a plug today for title IL of the Small 
Business Act providing an insurance scheme for loans to small busi- 
ness. I recognize that as currently operating many banks participate 
with the SBA in making loans to small business. It seems to me that 
this insurance scheme would serve as an inducement to many bankers 
to increase their percentage of loans to small concerns. The guaran- 
teed-loan approach is a familiar one to mankers from FHA and VA. 
It has worked in these other areas, and I believe it might be a power- 
ful incentive for a banker to extend the number of his small-business 
loans. 

[I am sure that you gentlemen, even if you are not bankers, are 
aware that the amount of research, investigation and administrative 
expense is as great for a small loan as for a large one. Expenses con- 
nected with servicing the small business loan can be e ven greater. I 
believe that it is possible that an imsurance device would encourage 
some bankers to make a series of small loans instead of tying up their 
funds into a single large loan. It might well be that the insurance 
approach would make possible a small-loan package as attractive to 
the banker as the single, large one. At any rate, I am convinced that 
it is an approach deserving of exploration and trial. 

Senator Case. Mr. Chairman, I wonder if I could ask a question to 
clarify this. 

You make the point, and I think it is undoubtedly correct, that a 
small loan takes as much investigation, costs as much for that purpose 
and servicing as a large one. I do not quite understand how you feel 
that insuring these loans would reduce that expense. 

Mr. Witeanks. It wouldn’t exactly reduce it. But if it were in- 
sured, it would make it much more attractive. You would still have 
to go through that. But if you went through this with a 1all business, 
those people would do part of the research for you, which is vitally 
necessary in making any loan, regardless of how small. 

Senator Case. Your thought is not that these loans would be made 
with less investigation and less care than if they were not insured, but 
rather that the cost of the investigation would be shared to a degree 
by the Federal agency. 

Mr. Witnanks. Yes, sir, that would be the assistance. 
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Senator Case. And I take it, in addition, since the guaranty would 
be there, it would be a safer loan, and therefore more attractive on 
that score. 

Mr. Witpanks. Yes, sir. 

Senator Case. But that you do not feel that the investigation 
would be any less complete or the consideration any less ¢ areful than 
it is now. 

Mr. Wiiepanks. No, sir. You wouldn’t want to waive that. 

Senator Case. I agree fully, and I just wanted to be sure. Thank 
you very much. 

Mr. Wireanks. I wish to reserve my warmest endorsement, how- 
ever, for S. 2160, a bill creating new capital banks for the purpose of 
making long-term loans and for the purpose of investing in small, 
independent. enterprises. 

As a banker, I would welcome this new institution to our financial 
area. Again, let me emphasize that I do not pretend to be an expert 
on the details of this legislation. In reading it, I have readily seen 
that it is a pretty complex piece of legislation. I know that you have 
here in Washington experts who can answer your technical questions 
far better than I. I do want to discuss small- business financing with 
you in a general way, based on my personal experience and to leave 
with you my reasons for feeling that a bill of this sort would fill a 
very real need. 

First, let me say that I see no conflict whatsoever between the 
proposed investment. companies and the commercial banking system. 
This is a new program creating new financial institutions to make 
a type of capital investment which is not now being made. Com- 
mercial banking facilities, because of the requirements of demand 
deposits and existing banking law, simply cannot, do not, provide 
for this need. As I see it, the proposal reflects an extension of 
existing banking functions. In operation, it would make use of exist- 
ing banks and through cooperation of the existing banking system 
with the investment companies provide a total service to the small in- 
dependent concern. 

I know from my personal experience how helpful it would be to 
have some place to forward loan applicants who desire and need : 
type of long-term loan or investment capital which we cannot aa 
vide. It would be a means for counseling small business on the type 
of financing most suitable for their requirements. As I see it, it 
would also be a means of providing management assistance and tech" 
nical advice not now available to our small concerns. 

In working with small business, I have observed how great their 
need.is for adequate financing if they are to keep pace with their larger 
competitors. I have seen many small firms who are in dire need “of 
long-term capital if they are to promote existing programs to their 
maximum efficiency. Many firms also require additional ¢ apitaliza- 
tion to promote additional lines which would supplement their existing 
operations. This need is for both long-term loans and equity capital 
and in many cases their primary requirement is for guidance as to 
which type of financing should be sought. 

There are many cases in which the small firm must be relieved from 
the burden and uncertainty of expensive, short-term loans. This 
uncertainty is particularly depressing as many a small concern has 
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discovered in this period of tight money. In a sense, this proposal 
is a safety valve for small business against restrictive monetary 
policies w hich, whatever their merit as a means of combating inflation, 
bear cruelly on small business. 

It is obvious to me, as a banker, that the nature of our economy 
has changed in recent years. In earlier times, a small-business man 
could hope to obtain capital from personal savings, or from relatives, 
neighbors, or friends. The high rate of corporate and personal in- 
come taxes has to a very real extent dried up this source of small- 
business funding. 

Today the small-business man must look to impersonal sources for 
capitalization or perish as a separate entity. The alternative to pro- 
viding a new financial institution to fill this need is stagnation or 
merger. 

It is also obvious to me that neither the commercial banks nor exist- 
ing investment banks are filling the need. For my part, I have no 
fear of introducing a new, specialized financial institution of this sort 
into our financial structure. I feel that my operations as a commer- 
cial banker will dovetail with the proposed investment companies to 
the benefit of both, and, what is more important, to the benefit of small 
businesses. 

I am not qualified to offer an expert opinion as to whether the exist- 
ing bill, S. 2160, contains sufficient incentives to assure that the job will 
be done. I cannot know, for example, whether the tax-free loss re- 
serves provided by this measure will be sufficient to encourage a flow 
of capital into the proposed companies. It is significant that in all 
of our rich and varied financial history, no private institutions have 
grown to meet this need for long-term small-business financing. 

I can only conclude that under existing law that it is unprofitable 
for private groups to offer this sort of financing. It is imperative, 
then, that this will contain sufficient incentive to make certain that 
such companies will be initiated and in sufficient strength to do the 
job. If the tax-free loss reserve feature of this bill is not, in and of 
itself, sufficient incentive to stimulate the formation and growth of 
investment companies, I hope that you gentlemen will add such addi- 
tional inducements as will assure that the task will be accomplished. 

I recognize, too, that this measure is no panacea for all small- 
business problems. As I conceive it, assistance by the investment com- 
panies will be largely to the relatively stable elements of the small- 
business area, those corporations or organizations who do not rely 
exclusively on one mortal being. There will remain worthy one-man 
operations or partnerships which merit assistance, but which will in 
all likelihood lie outside the se ope ot oper: ations of the proposed invest- 
ment companies. I see, therefore, no inconsistency between this pro- 
posal and the operations of the Small Business Administration. I 
believe that both are needed. 

I hope that you will give favorable consideration to both the invest- 
ment company bill and to extending the Small Business Act. 

Senator CLark. Senator Case. 

Senator Case. I have just one question, besides thanking you for 
your general statement, which is most helpful. 

Is it your experience that the necessity is for a source of equity 
capital to small business or loan capital? The suggestion was made 
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the other day, by some witness, that small businesses do not want to 
let stock be sold in their companies because the people in charge don’t 
want to share the control. I just wonder whether it is equity capital 
we are talking about or a rather special kind of loans at a moderate 
interest rate, and perhaps even subordinate interest payable only if 
earned, and all that sort of thing, which would in effect be a kind of 
special assistance to small business. I am not at all sure that that kind 
of special assistance should not be given. My question 1s whether 
equity capital is what these people need, and if they do need that, 
whether providing loans to them would be really a service, or whether 
we ought to try to think of some kind of special equity capital that 
does not involve control, and authorize or make that one of the majoi 
points of this bill. 

Mr. Wizeanks. I feel that they definitely need equity and work- 
ing capital. And I feel that you people up here will impose those 
necessary safeguards so that this is not a giveaway program. None 
of us in the banking field want to pass off any bad loan on this invest- 
ment company or Investment companies. We feel that they have a 
measure of safety—but due to the very existence or due to the very 
rules of our bank we cannot help those fellows. And there is a defi- 
nite need, there is a place for them in the community. But they just 
cannot come to us at the bank and get help from us. 

Senator Case. In other words, they need more capital than can be 
provided by the banking system as it exists today, and as it prob- 
ably should exist. By the commercial banking system. 

Mr. Wirreanks. Yes. 

Senator Case. My question is, broadly speaking, is the need for 
capital represented by fixed obligations or is the need for capital to 
be represented by a share in the business, so that it does not have to 
be paid if the business is not profitable. What is your judgment about 
this? 

Mr. Wirpanks. I feel that they do need a place to get equity capital. 
I also feel that they need a place that they can go and get other types 
of financing as well. 

I take the position, however—maybe I misunderstand you—but I 
don’t feel that we should be any party toa giveaway. It is a loan. 

Senator Casr. By that I take it you mean, when you say “loan,’ 
something to be repaid in dollars and at a fixed interest rate, and with 
a definite term of matur ity, though it may be a long term. 

Mr. Wirpanks. Yes. 

Senator Cast. My question really is that I am trying to get guid- 
ance as to the degree to which particular kinds of capital, what kinds 
of capital, are the most necessary. Whether we ought to consider a 
special kind of loan, which insofar as its repavability is concerned, 
very much like stock rather than a fixed obligation, though not earry- 
ing a vote, except maybe in certain circumstances—something like 
preferred stock, perhaps. 

Mr. Wirsanks. That possibly would be helpful. that plan. 

Senator Casr. I am not very articulate this morning. but what I 
am trying to get is your experience as to what people coming to you 
in the business you have known in your area in your judgment re: ally 
need for the sound development of their business. 
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Mr. Witpanks. Yes, sir. A small concern, a new concern, cannot 
come to my bank and get the help sometimes that it is entitled to. I 
would subject myself to a world of criticism from the banking depart- 
ment, and from the FDIC, for making a loan. Just last w eek I had 
aman with a $200,000 paid- in ¢ apital, paid in in cash. And I was 
criticized for making a loan to that concern. “Well, you don’t know 
whether he is going to be in business.” “No, I don’t. And he didn’t 
know how long I was going to be in business, either.” 

Now, that business concern is entitled to some assistance. I felt that 
he was going to make it. We could come to this investment company, 
investment bank, banking company, and make maybe a loan over a 
5- or 10-year period. I couldn’t do it over a 5- or 10-year period. 
Mine is temporary—in a small town. The smaller the town, the more 
temporary the loan. 

Does that answer you, sir? 

Senator Case. I think you are being quite helpful indeed. I would 
like, if I could, to get a little bit more definite information—maybe the 
answers are not here—whether the greatest need of small business is 
for long-term loans or for equity capital, in your judgment. 

Mr. Witpanks. I think there is a need for both. 

Senator Case. Is there a preponderance of need for one as against 
the other in your experience / 

Mr. Wirpanks. | am not in a position to say that. There is a very 
definite need for both. One business would need one thing and would 
want one eo and the other one would need the other. 

Senator Case. What is your judgment as to this suggestion made 
to us the sein day by some witness—that small business doesn’t want 
toshare control and therefore would not accept equity capital / 

Mr. WirBanks. I don’t believe that to be true. I think that would 
vary with the applicant. Some concerns would entertain an idea of 
getting some help that way. They feel like it would be of great 
assistance to them. Others—*This is my business and I want to 
borrow your money, and you stay out of it.” It all depends. 

Senator Casr. This would be true, ot lit not. If we conceived 
of this as an instrument for making large investments in capital stock, 
then there would have to be, I suppose, considerable supervision by the 
agency, as a stockholder would have to watch his investment. 

Mr. Wixtpanks. Yes. And the Federal Reserve is in an excellent 
position to take those precautions and to service an operation such as 
this. 

Senator CLrark. I would like to call to Senator Case’s attention that 
section 106 of the act we are discussing permits the national investment 
company not only to make loans, but also to buy stock. 

Senator Case. I know that is contemp|: ited, and I was trying to get 
an idea of what kind of financial assistance is the most necessary and 
what were the implications of one kind as against another. 

I noted with real interest your statement here that assistance by the 
investment companies would be largely to the realtively stable elements 
of the small-business areas, those corporations which do not rely ex- 
clusively on one mortal being. In other words, you would leave the 
single oper ‘ation, the single man or family operation, largely outside, as 
you see it. What is your reason for that suggestion ? 
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Mr. Wizeanks. Well, for security reasons. It certainly would not 
be too strong a loan to go in on any long-term basis with the one-man 
operation. ‘You would have no w ay of protecting yourself. When 
that person died, that would wind it up. Whereas if it were a corpo- 

‘ation, with several officers in it, although one person is the pre- 
dominant officer, I feel there is a definite need for that type financing, 
for that type business. He is too big in some ways, and not quite big 
enough in others. 

Senator Case. Would this exclusion of these one-man situations or 
situations in which one man is such a vital part eliminate a great 
number of businesses which I think we are commonly accustomed to 
think of as small businesses ¢ 

Mr. Wiipanks. It would eliminate some; yes, sir. 

Senator CAsr. Would it eliminate an awful lot? 

Mr. Wirpanks. No, sir; I do not believe it would. 

Senator Case. You do not think so. 

Mr. Wrpanks. No. 

Senator Case. In other words, the middle-sized business is really 
the kind of thing you had in mind as needing assistance, and which 
this should be directed to assist. 

Mr. Wirpanks. Yes, sir. 

Senator Case. Thank you very much. 

Senator CuarKk. Mr. Wilbanks, is the Peoples Trust & Savings Bank 
in Goodwater a member of the Federal Reserve System / 

Mr. Wirpanks. Yes, sir. 

Senator CLarK. Would you be prepared, if this bill were enacted, 
to subscribe to the stock of this National Investment Company / 

Mr. Wireanks. Offhand, I could not say, without some thought. 

Senator ChiarK. You see, the question has been raised here as to 
whether the banks would in fact subscribe to this National Investment 
Company. If they do not, there is not much use setting it up. If 
your bank, for example, is somewhat dubious as to whether or not it 
would subscribe, perhaps other banks feel the same way. 

Mr. Wurrranks. I didn’t mean by the answer I gave that I would 
be dubious. I am only the chairman of the board of directors. 

Senator CLark. Let me put it this way. Would you os that a 
good many banks, in the general position of your bank in Alabama, 
would be prepared to help put this show on the road by me ribing 
up to 4 percent of their capital and surplus to the stock of this 
National Investment Company. 

Mr. Wrpanks. I think there would be some in my State, and I 
have discussed this with one of the larger banks that we correspond 
with, and they felt, as I did, that there are a good many individuals 
that’ this would be a natural place to invest their money in, on ac- 
account of this tax relief. 

Senator CLark. Do you mind telling us how much your deposits are 
at the moment. 

Mr. Witpanks. $1,900,000. 

Senator CLARK. Can you give us just in a few sentences the kind of 
an economy in which your bank operates? Is it largely agricultural? 
Do vou have some industries in the vicinity? What sort? 

Mr. Witpanks. We have more industry than agriculture. We have 
textiles, forestry products. We have a small firm there that manu- 








not 


nan 
hen 
ppo- 
pre- 
ing, 


big 


s or 
reat 
dl to 


ally 
lich 


ank 
ted, 


3 to 
lent 

If 
rt it 


uld 


ita 
ma, 
Ing 
this 


d I 
ond 
tals 
ac- 


are 
1 of 
ral? 


ave 
nu- 


CREDIT NEEDS OF SMALL BUSINESS 975 


factures checkout counters and steel shelving for the grocery trade. 
We have a casket manufacturing company. Most of our industry 
stems from either textile or the wood products. 

Senator CLark. Do you have any particular unemployment in your 
area ¢ 

Mr. Wirpanks. No, sir. 

Senator CLark. Thank you very much, Mr. Wilbanks. Your testi- 
mony has been very helpful to us. We appreciate your coming up 
here. I know Senator Sparkman is very disappointed that he could 
not have been here to hear you. 

The next witness is Mr. C. Bert McDonald. 

Mr. McDonald, we are happy to have you with us. Do you want to 
read your statement, or would you rather just have it filed in the 
record and hit the high spots? You can suit yourself. We’ve got 
time. 


STATEMENTS OF C. BERT McDONALD, CHAIRMAN, BANKING COM- 
MITTEE; AND JOHN C. DAVIS, EXECUTIVE DIRECTOR, NATIONAL 
SMALL-BUSINESS MEN’S ASSOCIATION OF WASHINGTON, D. C. 


Mr. McDonavp. My statement, Mr. Chairman and members of the 
committee, 1s very short, and I think that I might read it. 

Senator CLark. All right. 

Mr. McDonaup. My name is C. Bert McDonald. I am senior part- 
ner of McDonald & Co., of Cleveland, Ohio, an investment banking 
firm of 38 years’ standing. I am chairman of the banking committee 
of the National Small-Business Men’s Association of Washington, 
D. C., and I appreciate this opportunity to appear here today as the 
spokesman for the association. 

Senator CLark. Mr. McDonald, would you mind telling us a little 
more specifically about the Small-Business Men’s Association, how 
many members it has, how long it has been in business, what its 
principal activities are. 

Mr. McDonaxp. I would like to have the executive director answer 
those questions; Mr. John C. Davis. 

Senator CLtark. Mr. Davis, would you come forward, and just very 
briefly tell us for the record a little more about your organization. 

Mr. Davis. Thank you, Senator Clark and Senator Case. 

The National Small-Business Men’s Association has been in exist- 
ence for 20 years, and has just celebrated its 20th anniversary. We 
have presently in excess of 15,000 small-business members in every 
State inthe Nation and the District of Columbia, and in a couple of the 
Territories. 

We are a nonprofit institution. We operate for the benefit of the 
small-business men we support. We are a lobbying organization in 
the sense that we attempt to assist Congress by acquainting them with 
measures which we favor, and also measures we oppose, and working 
closely in cooperation with the Members of both Houses of Congress. 

Senator CLark. And the purpose of your association is to promote 
the well-being of small business throughout the country. 

Mr. Davis. That is correct. 

Senator Case. May I just ask one question. Who are eligible to be 
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members of your association; what are the criteria which determine 
their eligibility / 

Mr. Davis. Any company whose stock is not listed on the big board 
or a member exchange is eligible to become a member of the National 
Small Businessmen’s Association. We do not hold completely with 
the Defense Department’s definition as limiting it to 500 employees 
or less or a gross of $2 million or less. _Nor do we subscribe completely 
to the new standards established by Small Business Administration, 

Senator Case. Thank you. 

Senator CLark. Go ahead, Mr. McDonald. 

Mr. McDona.p. I would like to ment ion, first, one of the basic prob- 
lems faced by all business, which is that under current conditions of 
rising costs and high taxes there is a continuing need for additional 
working capital, even to do the same unit volume of business. The 
funds on which business operates are derived from three sources: 
Long te rm loans, short-term loans from commercial banks, and equity 
capital from the investor. All of these sources are freely open to the 
large corporation, but only to a limited degree are the first two avail- 
able to small business. Moreover, the public capital market is vir- 
tually closed to small business. 

The working capital problem of smaller companies becomes more 
and more acute as each year passes. Our economy has been in a long- 
time inflationary trend. And business is not able, under prese nt tax 
laws, to set aside sufficient funds from depreciation to replace the 
equipment that is wearing out. This requires retention of a larger 
percentage of earnings with which to maintain modern orodtiolli 
methods and, therefore, it becomes practically imposaible to pay 
shareholders a fair return on their investment. This, in turn, makes 
their shares less attractive. This is one reason why the smaller enter- 
prise is unable to sell securities at a fair price in the open market. 

[lowever, the financial problems of small business cannot be met 
exclusively by loans. It is a fact that commercial banks can and gen- 
erally do supply the short-term loan needs of small business. The real 
need is for a source of capital that can be adapted to the specific pur- 
poses for which funds are needed, and which will not impose a repay- 
ment schedule beyond the capacity to pay or the productivity of the 
improvement. 

Generally speaking, loans are considered sound for working capital 
purposes, while equity capital is necessary for improvement and expan- 
sion of fixed assets. 

It must be remembered that the process of business development in 
our economy necessarily includes a vast number of small, struggling, 
but worthy enterprises that have not achieved a stable financial his- 
tory. This segment of our economy employs millions of workers and 
supplies a substantial part of our gross product. 

Therefore, any plan to provide working capital to this segment of 
business must take into consideration that varying degrees of risk are 
involved. These risks cannot be assumed by established loan agencies 
or commercial banks, nor is there any source of funds generally 
available where such risks are involved. This brings us to the reason 
why this subject is before your committee today. 

The problem of furnishing such financing to small business in- 
volves judging the competency of management, and the business 








mine 


oard 
ional 
with 
yy ees 
etely 
tion, 


»rob- 
is of 
ional 
The 
rces: 
juity 
> the 
vail- 
Vir- 


more 
ong- 
F tax 
» the 
weer 
‘tion 

pay 
akes 
nter- 


met 
gen- 
real 
pur- 
pay- 
r the 


pital 
pan- 


nt in 
ling, 
his- 
and 


it. of 
c are 
icles 
rally 
ason 


; in- 
ness 


CREDIT NEEDS OF SMALL BUSINESS 277 


potential of many varied types of enter prise. In essence, this amounts 
to an appraisal of the risk involved in each instance. In private 
finance, where risks are assumed, they are compensated for not only by 
a rate of interest, or by dividend, but by an appropriate sharing of 
the profits. 

This should be the foundation of the solution to this problem. It 
is inevitable that in the financing of large numbers of small enter- 
prises, there will be a percentage of failures, but also many will be 
outstandingly successful. It is apparent therefore, that any well- 
considered “plan to provide such funds to small business must nec- 
essarily provide a means to offset losses. And if such a plan is to be 
successful, it must not only provide for losses, but also provide the 
opportunity to make a profit, 

I respectfully submit, therefore, that the committee consider the 
oe of legislation that will accomplish the following: 

Authorize the establishment, under Federal charter, of private 
ee companies empowered to make loans, take options on 
common stock, accept stock bonuses, purchase junior securities, and in- 
vest in equity capital. 

In order to attract private capital in amounts that would do this 
job adequately, we suggest that consideration be given to giving such 
investment companies the following incentives: 

(a) that such companies be allowed to borrow on longtime issues 
of bonds; 

(6) these securities be free from taxation by the National Govern- 
ment 5 

(c) that such investment companies be authorized to establish re- 
serve for losses and that such reserves be deductible for tax purposes 
to the extent of approximately 20 percent of its assets; 

(d) that dividends on all classes of preferred stock issued by such 
companies be deductible from net earnings before ‘computation of 
taxes; and 

(e) that dividends received on preferred and common stock of 
such companies be free to the recipient from taxation by the Na- 
tional Government up to a sum approxim: iting $5,000. 

It is our view that such a private institution, soundly conceived 
and managed, and working with commercial banks and insurance 
companies, could perform a tremendous public service without the 
use of Government funds. 

Senator Case. Thank you, Mr. McDonald. I notice in your state- 
ment you say that, in substance, the foundation of the solution is 
based upon the fact that there will be losses, but also outstanding 
successes, and that the suecesses will presumably counteract the losses. 
That implies, does it not, that in large part this money that is in- 
vested will be invested in stock, which can return these large dividends 
from successful companies 4 

Mr. McDonaxp. Not necessarily so. Losses may arise out of loans, 
too. 

Senator Casr. Oh, yes. But how will you get the benefit of the 
outstanding successes if you do not have a share in the profits, and 
how can you get that without making the investment one in equity 
securities ? 











278 CREDIT NEEDS OF SMALL BUSINESS 


Mr. McDonatp. Well, loans may be convertible or they may be 
given an option on some stock or they may be given a bonus of some 
stock in connection with the loan. 

Senator Case. My point is, do you really mean that this capital 
would be supplied in most cases in the form of equity capital ? 

Mr. McDona.p. No, I do not. I would visualize that such an in- 
stitution would probably make about half loans and half other pur- 
chases of junior securities. When the company comes to us for help, 
generally they have some merit in a loan, but they might want. twice 
as much as they really are entitled to. A commercial bank could pos- 
sibly make half of that loan, but is in no position to do anything about 
the balance. Such an institution could work with a commercial bank 
and give the commercial bank the bankable part of it, and take the bal- 
ance — in a subordinated loan, a convertible loan, in preferred 
stock, or in straight equity. 

Se abit Case. Thank you. 

Senator Ciark. Mr. McDonald, oe your organization take any 
position on S. 2160, which is the National Investment Corporation 
bill? 

Mr. McDonatp. The SBA does, yes. They approved that bill as 
being a start in the right direction. 

Senator CLark. When you say “SBA,” you mean the National Small 
Businessmen’s Association. 

Mr. McDonatp. That is right. 

Senator CLarkK. Not the Federal agency. 

Mr. McDonawtp. That is right. 

Senator CLark. You support the bill. 

Mr. McDonatp. Yes, sir. 

Senator CLark. Do you think it would be helpful to have its stock 
subscription list open to investment companies and investment trusts 
as well as to merely commercial banks and financial institutions / 

Mr. McDona.p. I do not believe that the bill in its present form 
provides for a security or a stock that would be attractive to any of 
them. Possibly to a commercial bank, because it would furnish for a 
commercial bank a source where they might go to help a number of 
their smaller struggling companies. 

Senator CLarK. Doesn't the potential capital gain carry any weight 
in your mind? You see, you have a rather subst: antial tax exemption 
there, and the possibility of growth. 

Mr. McDonaup. They have a tax exemption by way of creating a 
reserve. 

Senator CLarK. Yes, I know. 

Mr. McDonatp. But that is already enjoyed by savings and loan 
companies, and it has not attracted capital to them. All of these 
incentives that I have given here I believe are — ical in some form 
or other, except the last one. In fact, the No. 1, the senior security 
becoming tax free, is now enjoyed by the Feder al Housing Admin 
istration; it was enjoyed by the Federal land banks: it was enjoyed 
by the joint stock land banks 30 vears ago. 

Senator Crark. I notice you are an investment banker. How 
would this bill have to be amended to make the stock of this National 
Investment Company attractive to you? 
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Mr. McDonaxp. It woul have to be amended in such a way as to 
give it sufficient of these incentives to be able to enable up to go out 
and convince a man with money for investment that he could do well, 
or as well, as in the general market. 

Senator CLark. In other words, you would not consider investing 
any of your own money in this. You would be acting as an agent. 

Mr. McDonatp. I would not—not in its present form. 

Senator Case. Mr. MeDonald, if I may just ask one question here. 
Under the several inducements that you suggest, the last one is divi- 
dends on stock of these companies be free from taxation up to $5,000. 
By that you mean $5,000 pi aid to any single investor in such stock. 

Mr. McDonaup. That is correct, sir. In my opinion, the job to be 
done is far greater than it 1s envisioned by this bill. In my opinion 
the subscription by commercial banks and by others would be so small 
that it would not support sufficient senior securities to do the job. 

Senator CLark. You are talking, you know, of $5 million eapital 
in each one of 48 States, and a pote ntial ratio of 10 to 1. Don’t you 
think that is a good deal of capital to pump into this field? 

Mr. McDonatp. No: I think that is a drop in the bucket. 

Senator CLark. What do you think the needs are? 

Mr. McDonavp. I think they would run up to a billion over a period 
of time. It would have to be built to that point. But over a period 
of time, I would think that this could be or should be a very large 
institution or group of institutions. 

Senator Cirark. Thank you, Mr. MeDonald. Do you want to add 
anything, Mr. Davis ¢ 

Mr. Davis. I just hope that the record is clear on the matter that 
Mr. McDonald was speaking for the NSBMA in support of S. 2160— 
and I am sure that the SBA—I saw Mr. McCarthy here a minute 
ago stands for the same thing. 

Senator CLrark. They can speak for themselves later. 

I might ask you, Mr. McDonald, and Mr. Davis, does vour associa- 
tion take any position on the continuation of the SBA’ Do you 
think it should be shut up, made permanent, or given a new lease 
on life? 

Mr. Davis. Senator, I’m glad you asked me that, because earlier, 
prior to our annual meeting 3 weeks ago, our position had been only 
for a continuation of SBA in its present form. Our resolutions com- 
mittee and the association adopted a resolution stating that we sup- 
ported the proposition that the SBA be made a permanent agency of 
Government and that the Administrator of SBA be given Cabinet 
rank, 

Senator CLARK. Cabinet rank? Why shouldn’t it go into the De- 
partment of Commerce? Why doesn’t it belong there / 

Mr. Davis. We feel that this subject is, as Mr. MeDonald has indi- 
cated in his testimony, sufficiently individual, in that it covers a 
sufficiently important province in our economic affairs, that it is en- 
titled to handling in an agency of its own, rather than being com- 
hined in the Department of Commerce. While the Department of 
Commerce has gradually reached over into areas covered by SBA, it 
Was originally conceived as more or less a statistical- gatheri ing agency 
of the Government, rather than performing the services which SB. \ 
handles so well for small business. 
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Senator Ciark. Let me ask you one more question on a different 
subject. Has your association run into these State development com- 
panies to any great extent ? 

Mr. Davis. Well, if you mean by running into them that some of our 
members have been participating in them, the answer is “Yes.” We 
have studied rather extensively the history of the Massachusetts com- 
pany, which I believe has done an outstanding job. And we envisage, 
under this bill, 8. 2160, the expansion of that sort of a program. 

Senator Ciark. What do you think of the suggestion of the Ameri- 
ean Bankers Association that we should shut up the Small Business 
Administration and allow these State development companies to 
handle the whole field / 

Mr. Davis. Well, Senator Clark, I think our feeling is that that 
is a great idea, and if it would get itself done, I think we would prob- 
ably be all for it. However, we have to be realists in the small busi- 
ness field, and we have come to the conclusion that the job simply 
won’t get done. 

Senator Crark. You don’t think the State development companies 
can be expanded to fill the entire need ? 

Mr. Davis. I question very much whether they could be expanded 
rapidly enough. 

Senator CLark. What do you think of the suggestion that we amend 
the Small Business Administration Act to make it possible for the 
SBA to make loans to these State development cor porations, perhaps 
to be matched by loans which they would raise from their State gov- 
ernments, which have done a good deal to foster the organization of 
these companies? That was made by the people from Arkansas be- 
fore this committee last week. 

Mr. Davis. Well, we are rather of the opinion that S. 2160, if 
enacted, would be a more realistic move in the direction of meeting 
the need of the small-business community of the Nation. 

Senator Crark. And you do not believe, therefore—or perhaps you 
do not want to take a position. I would like to know where you do 
stand on the suggestion that the SBA be authorized to make loans to 
State development corporations. Do not take a position if you haven't 
one. 

Mr. Davis. That is exactly the answer I was going to give you. I 
do not believe as far as I know that we have a position on that spe- 
cifically, and since I represent an association, I would prefer not to 
give a personal opinion. 

Senator CLiark. Thank you very much, Mr, Davis. 

The hearing is in recess until 10:30 tomorrow morning. 

(Whereupon, at 12:10 p. m. the subcommittee was recessed until 
10:30 a. m., Tuesday, June 11, 1957.) 
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TUESDAY, JUNE 11, 1957 


UNITED STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BUSINESS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:30 a. m., Sena- 
tor John Sparkman presiding. 

Present : Senators Sparkman and Capehart. 

Senator SparkMAN. Let the committee come to order, please. 

Our first witness is Mr. Carl F. Oechsle, Acting Assistant Sec- 
retary for Domestic Affairs, Department of Commerce. Mr. Oechsle, 
will you come forward. We are glad to have you with us. 

Will you give for the record any further identification relating to 
yourself, and also the gentleman who accompanies you. 

Mr. Orcuste. The gentleman accompanying me is Mr. Kenneth 
F, McClure of our legal department. 

Senator Sparkman. Mr. Oechsle, before you start, let me say this. 
We are in session already today; the Senate is in session. We have 
just come from one quorum call, and we are on notice quorum calls 
and rollealls may be rather frequent, so we may be disturbed during 
your testimony. It also will have a bad effect, I am sorry to say, on 
the attendance of our committee, but those are difficulties that we 
have to work under. 

We appreciate your being here and understanding the situation. 


STATEMENT OF CARL F. OECHSLE, ACTING ASSISTANT SECRE- 
TARY FOR DOMESTIC AFFAIRS, ACCOMPANIED BY KENNETH F. 
McCLURE, ASSISTANT GENERAL COUNSEL, DEPARTMENT OF 
COMMERCE 


Mr. Orcuste. Before I start, Mr. Chairman, I would like to tell 
you that Secretary Weeks asked me to mention the fact that he would 
be very happy to appear before this committee and testify some- 
time later this week or next week if the committee would like to have 
him do so. 

Senator SrarkMAn. Well, thank you. As you know, Senator 
Clark is chairman of the subcommittee, and Senator Clark is not here 
today, but that message will be relayed to him. 

Mr. Orcuste. Fine; thank you. 

If it is all right with you, Mr. Chairman, I will read my state- 
ment. 

Senator SparKMAN. Fine. Just proceed in your own way. 
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Mr. Oxrcuste. Mr. Chairman, gentlemen of the committee, at the 
outset I wish to tell you how deeply we appreciate the opportunity 
to appear before this committee to discuss with you the legislation 
you are now considering, dealing with the problems of small business 
and how the Federal Government can best assist in the solution of 
these problems. 

As you know, the basic charter of the Department of Commerce is 
to foster, promote, and develop both the foreign and the domestic 
commerce of the United States. Our mission concerns itself with 
business of every kind and character—big, medium sized, and small— 
and certainly in the discharge of this historic responsibility we are 
keenly interested in giving every possible assistance to all segments of 
the commercial community of this country which may have a problem, 

As you further know, for some time the executive branch has been 
engaged in the study of the problems of the small-business man and 
has reached some conclusions concerning steps which we feel should 
be taken to assist him in the solution of his problems. The develop- 
ment of this program requires legislation to extend the Small Business 
Act. 

In examining the legislation before you, we find that the provisions 
of S. 1789, introduced by Senator Thye for himself and others, faith- 
fully implements the ideas which the executive branch has developed 
on the extension of SBA and is consistent with the program of the 
President. 

Therefore, we appear before you this morning to ask your serious 
consideration of this bill and to convey to you our deep feeling that 
the interests of the went, business man would be best served by the 
prompt enactment of S. 1789. Secret: ry Weeks has written a letter 
to you, Mr. Chairman, in support of this measure. 

Wes hola also point out we have made a very careful examination 
of title I of S. 1762, introduced by you, Mr. ¢ _ airman. This measure 
also contains many of the provisions which we believe would be helpful 
to the small-business man. But we do want to point out that there is 
an omission from this bill which gives us very serious concern. For 
this reason and because of the increase in the maximum loan allowable 
to a single borrower from a quarter of a million to half a million 
dollars, we are of the opinion that we must oppose title 1 of S. 1762 
as presently written. 

We believe that these two items would in the long run prove to be 
disadvant: ageous TO the small-business man the very person that all 
of us are trying to help. If I may, I would like to discuss these items 
with you gentlemen briefly in order to make clear the basis for our 
concern. I shall take these matters up in what we believe to be their 
order of rags 9g uce. 

First, S. 1762, by omitting to mention the Loan Policy Board, would 
abolish a Board as it functions pursuant to the legislation under 
which the Small Business Administration currently conducts its 
affairs. 

The current Loan Policy Board is composed of the Administrator 
of the Small Business Administration, the Secretary of the Treasury, 
and the Secretary of Commerce. As you know from the abundance of 
testimony heretofore adduced concerning the functions of the Loan 
Policy Board as presently constituted, it functions on the broadest 
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possible policy basis. It does not pass upon the individual loans to the 
small business people but establishes loan policy from time to time 
as national conditions dictate within which the lending function is 
conducted. 

The function which the Loan Policy Board presently performs for 
the Small Business Administration is closely analogous, if not identi- 
“al, to the role such boards play in lending institutions generally. 
Here, they have historically demonstrated their effectiveness through- 
out the country. For such a board to be effective in providing such 
broad policy guidance, it is necessary for it to be comprehensively in- 
formed of the financial conditions of areas served and to be similarly 
aware of industrial conditions and commercial opportunities in these 
areas. 

It is for these reasons that membership on the board of the Secretary 
of the Treasury and the Secretary of Commerce is valuable in helping 
small businesses in solving their particular problems. They bring 
to bear their intimate day-to-day knowledge of the money markets of 
the country, including such matters as availability of money, interest 
rates, and many other factors which must be considered from time to 
time in the establishment of sound loan policy. 

Likewise, the Secretary of Commerce contributes from his current 
detailed knowledge of industrial conditions and commercial opportuni- 
ties provided to him by the commercial fact-gathering agencies in the 
Department of Commerce which report to him d: lily. 

I would like to outline, in summary fashion, activities during the 
past fiscal year of the Department of Commerce of value to all busi- 
nessmen, particularly small-business men, which provide the back- 
ground to enable the Commerce representative on the Loan Policy 
Board to contribute richly to the formulation of policies governing the 
loan program. 


BUSINESS AND DEFENSE SERVICES ADMINISTRATION 


This office, in its activities under the Defense Production Act, under- 
took to assure availability of scarce materials necessary for military 
and atomic energy produe tion, and considered and made recommenda- 
tions regarding applications to satisfy the expansion goals; worked on 
behalf of businesses, particularly small businesses, in connection with 
flood disasters, the machine-tool program, Government procurement, 
and provided informal assistance to get scarce materials to relieve 
unusual hardships for certain nondefense production; and worked 
with Department of Defense to minimize disastrous impact of disposal 
of military surplus on orderly regular merchandising outlets. Repre- 
sentatives took part in international conferences on reciprocal trade 
agreements. 

OFFICE OF AREA DEVELOPMENT 


Here effective services were provided to community, State, and re- 
gional development organizations to help them to determine industrial 
and commercial expansion possibilities. The brochure entitled “Lo- 
cational Advantages of Labor Surplus Areas” was published and 
widely distributed to industry. Industrial survey reports, a bulletin 
service reporting successful area development experiences of other 
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communities, and new product and technology exhibits provided new 
services to areas with surplus labor supply. 


OFFICE OF TECHNICAL SERVICES 


This office collects technical information for dissemination to bus- 
iness enterprises. Special attention was paid to the dissemination 
of the results of Government research, financed by the taxpayer's 
dollar. It worked with industry in establishing and promulgating 
commercial standards and simplified practice recommendations. It 
also brings to the attention of American investors the technical prob- 
lems of the national defense agencies. 


OFFICE OF BUSINESS ECONOMICS 


This office issues a monthly publication, Survey of Current Busi- 
ness, which provides the business community with a concise record 
of our Nation’s economic progress and supplements this basic pub- 
lication with other studies more directly pointed to problems of the 


business community. 
BUREAU OF THE CENSUS 


This Bureau concentrates on compiling and publishing the latest 
results of censuses of business, manufactures, mineral industries, 
and agriculture. Planning is underway for future censuses with re- 
spect to Government, business, manufacturers, and in 1960 population, 
housing, agriculture, irrigat ion, and drainage. 

This agency acts as the principal collecting and compiling agency 
for other Government age “4 ies. Special tabulations and services are 
provided for the Office of Defense Mobilization, Department of De- 
fense, Industry Evaluation Board, Federal Civil Defense Agency, 
Public Health Service, and other agencies. Numerous special tabula- 
tions and compilations from Census records are supplied at cost to 
other Government agencies, business firms, trade associations, and 
individuals. 

BUREAU OF FOREIGN COMMERCE 


This Bureau informs the business community of current develop- 
ments in foreign countries that affect trade and investment and brings 
to the attention of the community opportunities for expansion of 
trade and investment abroad in their Foreign Commerce Weekly. 
A series of publications, The World Trade Information Service, pro- 
vides essential information for traders and investors. Trade lists 
are prepared, classified by commodity, industry, or service organiza- 
tion, and distributed to interested businessmen. The latter service 
is supplemented by detailed descriptions of individual foreign firms 
which are made available to business. 

Representatives of this Bureau participate in tariff negotiation 
conferences abroad in an effort to promote domestic commerce through 
the reduction of trade barriers. The export control activities of this 
Bureau, by control of strategic and short-supply exports, contribute 
not only to our security program but also to the av: ail: ibility of items 
for domestic businesses. 
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OFFICE OF INTERNATIONAL TRADE FAIRS 


An intergovernmental committee selects the international fairs in 
which the United States wll participate, and determines the type 
and extent of participation. Once this is done, the Oilice of Inter- 
national Trade Fairs in the Bureau of Foreign Commerce carries 
out the determinations of that committee and conducts all operations. 
The general purpose of this program is to promote two-way trade 
with other governments and to tell the story of American life and 
institutions. 

WEATHER BUREAU 


Weather forecasts and warning services of this Bureau are most 
important and helpful to all varieties and kinds of businesses, large 
and small, as well as to agriculture. Special attention has been given 
to the forecasting of hurricanes, tornadoes, and other weather dis- 
asters, and experience has shown these services to result in significant 
savings to the economy as a whole and to business in particular. 


PATENT OFFICE 


In addition to administering the granting of patents and registra- 
tion of trademarks, all of which are of assistance to inventors and 
businesses, both large and small, the very program generates new 
devices and procedures available to business and available after the 
period of monopoly on a license-free basis. These files can be and are 
a reservoir of new ventures. 


NATIONAL BUREAU OF STANDARDS 


This Bureau, by the maintenance and development of precise and 
ultimate standards used in mass production, in production of inter- 
changeable parts, calibration activities, and in measuring the prop- 
erties of substances and materials, performs unique and valuable con- 
tributions to the business community. 


COAST AND GEODETIC SURVEY 


This Commission service is helpful to the aviation industry and to 
the shipping industry by its surveys of coastal waters. It provides 
benchmarks in the interior of the country for geodetic control and 
engineering construction, compiles and publishes charts for civil and 
military aviation. 

TRANSPORTATION ACTIVITIES 


The Civil Aeronautics Administration, with its air navigation and 
traflic control and its assistance to communities in improvement of air- 
ports, and administration of safety standards for aircraft and air- 
men, provides programs which are of direct assistance both to large 
and small businesses. 

The Maritime Administration is responsible for fostering and de- 
veloping another facet of American industry—the merchant marine. 
The Administration provides Government aids to shipping in the 
form of operation and construction differential subsidy programs, 
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maintains the Nation’s national defense reserve fleets, maintains re- 
serve shipyards for ship construction in national emergenc les, and 
trains merchant marine officers and assists State maritime academies, 

The indirect impact of the Federal-road program, administered by 
the Bureau of Public Roads, on all businesses, large and small, in this 
Nation whose economic well-being is so closely tied to transportation, 
is so vast it is incapable of estimation. 


OFFICE OF FIELD SERVICES 

Field offices located in 33 cities give the business public local access 
to the activities and publications of the Department. Working closely 
with the various units of the Department, these offices prov ide services 
to large and small manufacturers, w holesalers, retailers, trade publica- 
tions, trade associations, advertising agencies, research groups, finan- 
cial institutions, and exporters and importers. 

The Office of Field Services provides selected personnel for duty 
with United States trade missions at international trade fairs at which 
the United States participates officially. The offices also follow up 
on trade leads developed by the missions, thus enabling a number of 
American firms to establish connections with overseas buyers and 
suppliers. 

These important activities of the Department provide its repre- 
sentative on the Loan Policy Board with knowledge which is uniquely 
valuable to SBA and may not be obtained elsewhere. Experience has 
proved the wisdom of the present type of organization of the Loan 
Policy Board. The Administrator of the Small Business Administra- 
tion has spoken often of the important role which the representatives 
of the two departments with major responsibilities in the closely re- 
lated fields of finance and industry play in assisting in development 
and decision on policy in the lending field. 

The legislative history of the existing law, particularly comments 
on the floor of the Congress at the time of passage, m: akes clear that, 
subject to very broad standards, lending policies in the public inter- 
est de eyes 8 ‘by this board provide for proper use of the taxpayer's 
money by the lending agency. This board performs an important re- 
sponsibility which we do not believe could be carried out if the council 
table for making loan policy is deprived of the unique information 
which can only be ecihs to bear on the problem by the Secretary of 
the Treasury and the Secretary of Commerce or the representatives 
of these officials of sufficient organizational stature to reflect the de- 
partments as a whole. 

1789 preserves this important Loan Policy Board function, and 
we urge most strongly that it be retained, believing as we do that its 
abolition is not tn the interest of small business. 

[t has come to our attention that a legislative proposal in this field 
is to be reported favorably by the Committee on Banking and Cur- 
rency of the House of Representatives. Because of the possibility that 
this proposal may in due course be considered by this committee, | 
would like to comment on it briefly. 

It is our understanding that the measure would abolish the Loan 
Policy Board as it presently exists and create a National Small Busi- 
ness Advisory Board to “advise and consult with the Administration 
In carrying out the purposes of” the Small Business Act. This Board 
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would consist of the Administrator as Chairman, the Secretary of 
the Treasury, the Secretary of Commerce, and not less than 2, nor 
more than 6 other individuals, presumably froin outside Government. 

This creates two important differences from the existing organiza- 
tion which we have urged be continued. 

First, the proposed group would be advisory only to the Admin- 
istrator. Under present organization, the two Secretaries unite with 
the Administrator in establishing the policy governing the loan pro- 
gram. Because of the demonstrated value of the present arrangement, 
attested to by the Administrator, and the valuable background and 
information described above which the Secretaries bring to such a 
body, we urge that the present organization and procedure be pre- 
served. 

Second, there would be included 2 to 6 other persons representa- 
tive of small-business interests. The requisite for their appointment 
is their familiarity with small business problems. All proposals in 
this field provide for advisory committees, made up of non-Govern- 
ment personnel, Under such authority, the Administrator presently 
consults with such representatives and, as a matter of fact, major 
policy decisions are not made without such consultation. To our 
knowledge there have never been any comments to the effect that 
such decisions were taken without sufficient consultation with advisory 
groups. 

Insofar as representatives from the Departments of the Treasury 
and Commerce are concerned, the Commerce representative has always 
been an experienced businessman, and the representative from the 
Treasury Department was, we understand, engaged in banking be- 
fore his present position of Assistant Secretary. 

The Assistant Secretary of Commerce for Domestic Affairs is kept 
informed on the needs and status of small business. In this position 
and as representative on the Loan Policy Board, it is his job to be 
so informed. 

We understand further than another provision of the House bill 
would limit the maximum rate of interest to 5 percent for SBA’s 
share in any loan. Such a provision would, as a practical matter, 
eliminate participation by private lenders because this would cut 
down the interest received by such a lender to 3 to 4 percent when 
the guaranty fee is paid. It will also result in a tremendous increase 
in applications for loans since it will fix the rate which SBA may 
charge for direct. loans at a rate lower than the going rate. In the 
interest. of service to customers, banks will certify that funds are not 
available which will mean availability at the 5-percent rate. 

We urge that this committee in its consideration of any such provi- 
sions which m: Ly come to it modify or delete them in the interests of 
a workable and effective program for small business. 

S. 545 has for its sole purpose the repeal of the existing law pro- 
viding for the Loan Policy Board, and the Department of Commerce 
urges against enactment of this legislation. 

Section 105 (a) (4) of S. 1762 would increase the maximum amount 
which could be loaned to a single borrower from a quarter of a million 
to a half-million dollars. This increase would, in our opinion, take 
the program out of the realm of small business. Under present au- 
thority, in those rare instances where a loan in such an amount should 
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be made for a small business, it could be worked out on a participation 
basis with private lenders so that the liability of SBA would not be 
in excess of $250, 000. We believe this is as far as the SBA should go 
in assisting a single borrower. 

In conclusion, therefore, with respect to proposals to amend and ex- 
tend authority for the program of SBA, we urge favorable action by 
this committee on S. 1789 and oppose enactment of title I of S. 1762 
as presently worded. 

Title II of S. 1762 and S. 720 would provide a program of Federal 
insurance of loans made by private lenders to small business. Such 
& proposal was included in the Small Business Act of 1950 considered 
by the Congress but never enacted. At that time the view was rather 
widely accepted that private lenders should be encouraged to make 
more loans to small firms for working capital or medium-term credit 
purposes, Also, at that time, bank loans on a national basis did not 
amount to more than one-third of banking resources. Today, this 
figure is much closer to 60 percent, and far more loans are outstanding 
to businesses of all sizes and kinds. 

A very closely related program of the SBA, which in our opinion 
makes the insurance proposal unnecessary and to a major extent dupli- 
cative, is its loan participation program. Under this procedure, which 
is preferred as a matter of law under existing authority and under all 
pending proposals to extend, SBA is authorized to participate with 
private lenders on a not-to- exceed 90-percent basis as the Federal share 
of the loan. In the case of a “deferred participation,” which means 
that the Government is not called upon unless or until trouble develops 
in repayment, there would appear to be even less difference between the 
proposed insurance plan and such a procedure. The major difference 
seems to be one of right of decision by the SBA as to what specific loan 
arrangements it enters into. 

With respect to the participation procedure, the SBA states in its 
latest report Seventh Semiannual Report, Small Business Adminis- 
tration for 6 Months Ending December 31, 1956: 

Another tremendously important factor in the heightened loan activity is the 
fact that banks are steadily growing better acquainted with the Small Business 
Administration’s programs and services, and are calling upon it to help with the 
credit needs of the small firms they serve. On a cumulative basis through last 
June 30, banks had participated in 68.6 percent of the loans approved by the 
agency. During this reporting period their participation was even greater 
shared in more than 72 percent of the agency’s approved loans. 

Another difficulty must be faced in connection with an insurance 

program such as that proposed by these two bills. In the case of most 
loans made to good credit. risks, there is a considerable competition 
between lenders to make loans. To get such business, lenders would 
probably make the loans on an uninsured basis to minimize costs and 
aaiiaaiee profits. To the extent, therefore, that only questionable 
loans would be insured, there would always be a real problem in de- 
veloping a reserve fund from premiums which would provide an ade- 
quate cushion against failure to repay. 

For these reasons, the Department of Commerce opposes favor able 
= by the C Yongress on title II of S. 1762, and S. 720. 

719 and S. 2160 would authorize est: ablishment by Federal Re- 
serve banks of national investment companies and their incorporation 
by approval of the Board of Governors of the Federal Reserve Sys- 
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tem. ‘These companies would be established as sources of long-term 
joans and equity capital for small businesses. 

The Department of Commerce is very sympathetic to the needs 
of small businesses for long-term loans and equity capital. There 
appears to be general agreement that there are specific instances of 
such needs. S. 2160 also undertakes to be of special benefit to State 
development corporations by provision for their conversion into na- 
tional investment companies under the proposed act. We heartily 
support the activities of these State corporations which reflect the 
willingness and desire on the part of local groups to help small busi- 
ness and, in those areas where surplus labor or other unemployment 
problems exist, to take positive actions to help themselves improve 
their conditions and resolve their problems. 

Insofar as the Federal Reserve banks would assist in the capi- 
talization of these companies, we would defer to the views of the 
Federal Reserve on such a new program. Another aspect of the pro- 

osals, however, presents grave difficulties. Special tax benefits would 
Se provided to these investment companies by these proposals. They 
would be established as regulated investment companies and also al- 
lowed special privileges in the establishment of reserves. 

We do not believe that such special tax provisions should be enacted 
at this time when national security and related programs of our Gov- 
ernment require that so much of our Nation’s earnings be set aside 
as taxes. 

In summary, the Department of Commerce urges enactment of 
S. 1789 for the extension of the program of the Small Business Ad- 
ministration and opposes favorable action on 8. 545, S. 720, S. 719, S. 
1762, and S. 2160. 

Senator SparkMANn. Thank you, Mr. Oechsle. 

Senator Capehart, do you have any questions ? 

Senator Carenarr. I do not know that I do. I think your state- 
ment is very clear. I do not find anything to quarrel about in your 
statement. 

I am against eliminating the present Board for handling loans. 
I am rather inclined to believe we would be better off to extend the 
life of SBA for 5 years, rather than make it a permanent agency. 

The other legislation I think we are going to have to study for 
some time to come. I think our biggest problem involved in small 
business is taxes, and I think until we do solve that problem of get- 
ting a graduated income tax for small businesses so they can plow 
their profits back into their businesses, all these other things are 
maybe going to help a little, but they are certainly going to fall far 
short of getting the job done. 

So I think the first thing we ought to do is get a tax structure 
that will permit small businesses to plow their profits back into their 
business, and then we might well think of some other legislation. 
But until we get that, I am not thinking in terms of supporting or 
voting for any new types or new kinds of legislation. 

My observation has been, Mr. Chairman, that the SBA has done a 
good job. At least, I have had very few complaints about the job 
they have done over there. 

I think they have had a lot of fine help. I see Mr. Burger sitting 
back there, and I know the great work he did in the first year of its 


life. 
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Mr. Orcuste. He was very helpful; there is no question about it. 

Senator Carenart. I am inclined to leave it as it is, extend the life 
of it maybe 5 years, and take more time on these other things and get 
a little more experience. 

The SBA is 4 years old now, Mr. Chairman. 

Senator SparKMAN. Since 1953. 

Mr. Orcustxe. The first year the Administration had some prob- 
lems getting off the ground. The Smaller Defense Plants Corpora- 
tion was merged into SBA, and until it got organized it had a little 
difficulty. 

Senator Sparkman. I think the first loan was made about Decem- 
ber 1953. 

Senator Carrnarr. And then, of course, the people are asking for 
economy and reduced expenditures, and that we not start any new 
projects. I rather think we ought to give them a break, maybe, this 
year, extend the act for another 5 years and leave it about as it is, and 
give more time to these new ideas, which I think have merit. But I 
think we ought to give more time to them. 

Senator SparKMAN. Well, I shall not attempt to argue the point. 

I want to say this, with reference to your statement about the SBA 
doing a good job. If it had not done a reasonably good job, I do not 
think all of us would be clamoring to extend its life. 

Mr. Orcuste. That is right. 

Senator Sparkman. In fact, the very fact we want to make it a 
permanent agency seems to be a pretty good expression of confidence 
in the ability of such an agency to work. 

But, Mr. Oechsle, I would like to ask you a few questions. 

First let me take up S. 2160. You rather fooled me on that. You 
started off as if you were going to give it a complete endorsement, 
maybe suggest some ways in which it could be improved, but then 
you came ‘to one of those things—it is right at the very end, the last 
2 or 3 pages. When you came to one of the provisions that you object 
to, you mention it and then just propose that we throw the whole 
thing out the window. 

W ‘hy could you not come in with a constructive suggestion as to 
how we could improve it? You recognize the need for what it at- 
tempts to do, but criticize just one of the means by which the bill 
seeks to accomplish that. 

Mr. Orcuste. Well, coming from New England— 

Senator Sparkman. By the way, I think there is some question even 
as to your criticism. It may be there is a tax benefit, but if so, as 1 
understand the bill, it is indirect, because the taxes would be paid. 

But if the need is there for such a job to be done—this has always 
been a puzzle to me—why should not an interested department of the 
Government reporting on it help us write a good bill to do the job, 
instead of picking out just one weakness in it and saying, “Because 
of this we ought to throw the whole thing aside” ? 

Mr. Orcusie. Well, what we are doing here is this: We say we 
heartily support the activities of the State development corporations. 
Now, coming from New England, as I do, I happen to know that our 
State de velopme nt credit corporations in New England have done a 
wonderful job in helping New England diversify. 

Senator SpARKMAN. We have had some very fine testimony from 
them before this committee. 
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Mr. Oxcus.e. State development credit corporations are spreading 
rapidly throughout the country, so I think in the not too distant fu- 
ture every State in the Union will have a State development credit 
corporation, 

Senator SPARKMAN. How many are there now / 

Mr. Orcusie. There are in the neighborhood of 15 or more in the 
country. There is one in particular, in the State of Pennsylvania, 
where the State has put its own State funds in, and they are being 
very helpful in helping labor surplus areas and providing risk capital 
or equity capits al for new businesses. 

We just started one 3 years ago up in Massachusetts that is doing an 
outstanding job. 

And, as a businessman, having built two businesses of my own over 
the years, my feeling personally is that if each State was on a com- 
peting basis with other States for new industries, and were, within 
their own State borders, building up the businesses within those States 
with the capital that comes out of those States from banks and insur- 
ance companies and businesses, that is the proper way to do it, rather 
than have taxpayers’ money set up on a national investment. basis 
doing the job. 

I think the competition from State to State to get new industries in 
their various labor surplus areas would be much better helped if the 
State development credit corporations would do that financing. 

Senator SparkMAN. I raise one question as to that—and I admit 
that this may not be valid. I will not say it is a criticism; it is really 
a question, a doubt. 

I notice you use the term over and over, “new businesses.” 

Mr. Orcuste. And growing businesses. 

Senator Sparkman. In other words, you would include existing 
businesses. I will tell you what I have been afraid of in the develop- 
ment of these State corporations, setting up these State development 
corporations. It was that their primary objective would be to reach 
out and pull some new business in. 

Mr. Oxrcuste. No, I think you will find, if you look over the history 
of the New England businesses, they have probably done more to help 
businesses within their State borders that are growing. That is one 
of the big problems. 

Senator SparKMAN. I will say we did have some good testimony 
from the Massachusetts corporation on the work they had done at 
Lawrence, for instance. 

Mr. Oxrcuste. Right. 

Senator SparkKMAN. And, of course, you realize that this bill does 
not seek to eliminate the State corporations. It provides for tying 
right in with them. 

Mr. Orcuste. Well, it ties in with them, but it sets up a bit of a 
competition to them in some respects. 

Senator SparKMAN. We have discussed here ways of lessening or 
eliminating that competition. Nobody wants to destroy a good, 
going outfit. 

Mr. Orcuste. My experience over the years in building two busi- 
nesses is that what businesses need today, particularly so- called small 
businesses and growing businesses, is equity or risk capital, or they 
need money to plow back as they grow, to buy new machinery, which 
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under our tax system at the present time, as Senator Capehart pointed 
out, is extremely difficult. 

Senator Sparkman. Yes; I agree with you fully on that. And 
that is the reason that I, along with many others, the chairman of the 
full committee and others, tried very hard to get a modification of 
our tax laws this year when we were extending ‘the cor porate income 
tax, to do that very thing. 

And for some reason—I cannot understand why—a little, simple bill 
that would extend to business the privilege of rapid amortization on 
the purchase of used equipment, to bring it into line with the purchases 
of new equipment—I cannot understand why the administration would 
oppose that kind of a bill when it was recommended in the President’s 
own report, the Cabinet Committee’s report to the President, and 
endorsed by the President himself. 

I do not mind saying to you that I often have a feeling of futility 
when we try to do something and run into these blank walls. 

This idea of the national inv estment company was not mine orig- 
inally. Asa matter of fact, the original bill was not introduced by me; 
it was introduced by Senator O’ Mahoney and I picked it up when 
Senator O’Mahoney had about 2 years’ leave from the Senate. But 
the original recommendation did not come from me. It did originate 
in the Joint Economic Committee, and the Committee on Economie 
Development, I think, strongly pushed it. 

Everybody seems to recognize the need, but when a bill is intro- 
duced there is objection to the form, and therefore they say, “Let us 
just not do anything.” 

If I gather the intent of what you say, it is that since we have the 
State organizations that are beginning to build up, let us not do any- 
thing; let us wait and see if they win out. 

Am I fair in that conclusion? 

Mr. Orcuste. Well, I personally would prefer to see the job done 
by State development credit corporations rather than Federal. 

Senator SparkMAN. I do not mind saying to you that if we could 

get good organizations—— 

Mr. Orcustr. Rather than have Federal taxpayer’s money put in 

Senator SparKMAN. Get them widespread where they could do a 
job throughout the country, I would rather do it that way, too. 

Senator Carenart. May I say this: I think here is our problem, 
not this specific bill or not this specific subject, but how far are we going 
and when are we going to quit having the Federal Government get into 
everything in America and ruin the American private enterprise 
system ? 

I think that is the big problem: Where do we quit? Tlow far do 
we go, and when do we begin to stop? 

You have an uprising now on the part of the taxpayers against 
terrific Government expenditures, and yet each and every one of these 
things requires more expenditures and more money. 

I think the problem that we have to decide—and I think that maybe 
the people will have to decide it themselves, and I think they will—is 
how far do we go? How far can we go with putting the Federal 
Government into new venture after new venture, one right after the 
other? They may be good things in themselves tempor ar ily or perma- 
nently, but are you not just breeding a continuation of Government 
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controls and Government corporations and Government projects until 
the time will come when you have no private industry left? 

That, I think, is the problem we have to face. If the American 
people want that sort of thing, then we will have to give it to them. 
But I do not think they do. 

Senator Sparkman. I want to read from the report of the Presi- 
dent’s Cabinet Committee on Small Business. That is my bible on 
small business. I think they did an excellent job. Of course, they 
substantially picked up the recommendations that the Select C ‘ommit- 
tee on Small Business had made 2 or 3 years earlier. Nevertheless, I 
think the Cabinet Committee did a fine job. 

I quote the Cabinet Committee, one of whom was the Secretary of 
Commerce, Mr. Weeks. Talking about the impact of Federal taxa- 
tion on small business, it says: 

“The impact of this development”—referring to Federal taxation— 
“has been especially severe on small business. Such concerns have 
little or no occess to public markets for capital.” 

Now, here is something to keep in mind. May I say we have had 

rather complete testimony from the State corporations. The biggest 
one in operation today is the one in Massachusetts. 

Mr. Orcuste. That is right. 

Senator Sparkman. Their total capitalization is $760,000. How 
much equity capital are they going to be able to supply ¢ 

Mr. Orcusie. They hi ane made. pretty close to 10 or 11 million dol- 
lars in loans in the last 214 years. 

Senator SPARKMAN. OF the 6 corporations that have actually made 
some progress, the 6 New England corporations—and that is where the 
progress has been primarily made—have received 806 applications for 
loans, and have approved 253, for a total amount of $17,770,000. There 
is not much equity capital involved in that, in six States. 

In just a hasty calculation, it looks to me like those loans average 
about $50,000. They are not going to build many businesses or buy 
much new equipment or even used equipment for that kind of money. 

Certainly we all recognize that this is no new experiment that is 
proposed in S. 2160, because many of our Government-established 
agencies are operating today quite successfully on this. There is the 
great savings and loan association business throughout the country 
through the Home Loan Bank Board. 

Mr. Orcuste. Do you not think, Senator Sparkman, that is a little 
different? When they make a loan on private property they get a 
mortgage on it, and that house has certain values. 

Senator SparkMANn. Oh, certainly. 

Mr. Orcusie. When you lend money to a business, you are gam- 
bling on the ability of that individual to make a successful business 
out of it. 

Senator SparKMAN. Yes, of course, it is different. 

Mr. Orcus pf. It is different. 

Senator SparKMAN. Yes, there is a difference. I did not say they 
were on all fours, but analogous. 

The same thing is true with the great, widespread farm-credit 
activities, and many others that we could name. Even the Federal 
Reserve itself was set up on more or less this basis to start with, and 
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the Federal Deposit Insurance Corporation, and many other such 
activities as that. 

So I listen to my friend over here about Government participation 
in business, but somehow or other I do not run from it when we are 
working on a program that is so analogous to these others that have 
worked so well and are working so well, and he certainly would not 
check them in any way. 

Senator Carenarr. Of course, that is just my point. Where do we 
stop ¢ 

Senator SparKMAN. I want small business taken care of, given an 
opportunity to get access to equity capital before we stop. 

Senator Carenarr. I think if we rearrange the tax laws, that will 
permit small business to plow their profits back into their business 
and we will do everything that small business needs and wants us 
to do. We will really do something for them that will be beneficial. 

Senator Sparkman. You understand I am for the tax relief, and 
I am not a new convert to it. I have been advocating that. I set up 
the hearings in 1952 that went all over the country and made a very 

careful and a very helpful study on taxation. 

By the way, Mr. Oechsle, I would like to go back to this idea, 
too, and I want my friend here—and he is a very good friend to work 
with; we have worked together very nicely—to listen to this. 

There is no taxpayers’ money involved in S. 2160. We do not pro- 
pose to use taxpayers’ money or Government money to do that under- 
writing. 

Mr. Orcuste. But they do get some special treatment; do they not? 

Senator SpaRKMAN. I am not talking about that tax. Iam talking 
about the capitalization. You said it was using the taxpayers’ money 
for the purpose of these things. 

Goodness knows, talk about getting tax benefits, lots of businesses 
are getting tax benefits today, are they not, big businesses ? 

Mr. Orcusie. Yes. 

Senator SparKMAN. In fact, we are hearing a good bit now about 
this latest benefit that was given to the Idaho Power Co. 

Mr. Orcuste. That is out of our field. 

Senator SparkMAN. I know, but, as I say, I just happened to think 
of that one. I am not charging you with the responsibility for any 
of them. 

But the only underwriting of this is done through the Federal 
Reserve, and the Federal Reserve is free of taxpayers’ money. It 
worked itself out. It was set up by taxpayers’ money and it worked 
itself out to private capital. 

Senator Carrnart. | want to say about the Idaho Power, it was 
25——. 

Senator SparKMAN. I do not care to get into that. 

Senator Carenart. Well, I want to say this. Iam 100 percent sold 
and always have been, and I have introduced I do not know how many 
bills to permit 5-year amortization on the part of big business and little 
business, not only for new facilities but for used facilities, disregard- 
ing the war effort or any other effort. 

‘There is another w ay that you can really help small business. Per 
mit small business to amortize its facilities over a period of 5 years or 
even less; both new and used facilities. 
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There you really help the little fellow, because he can then go to 
his bank and borrow money to buy new equipment to build a new 
factory or to build an addition to his factory. He can borrow it from 
the bank because he can repay it with savings over the first 5 years 
of normal taxes. After 5 years, of course, he will be paying more 
taxes. If you want to re: ally do something for him, give the little 
fellow the right to amortize his facilities, new and used, over the first 
5 years that he owns them. 

Mr. Oxrcuste. In his initial growing stage / 

Senator Carenarr, Yes. 

Mr. Orcuste. It is the first 5 years in any new business that are 
tough, there is no question about that. I know that from personal 
experience. 

Senator SparkMAN. By the way, I want to say I am informed by 
the staff that there would be no loss of revenue by reason of any pro- 
vision in this bill. 

Senator Capenarr. What do you mean by loss of revenue? 

Senator SpaRKMAN. Well, he raised the question about tax benefits, 
and I said a while ago it might be an indirect benefit, but I am told 
there would be no loss of revenue. 

But I do not want to get away from this point that you have just 
made. Asa matter of fact, I have said many times that I would like 
to see Us adopt a policy vy of givl ing all businesses, not jus ta few that are 
picked out, the right to amortize their property any way they want 
to within certain reasonable bounds. 

Senator Carenarr. | am 100 percent for it, always have been. 

Senator SparkMAN. I think it would mean revenues for the Gov- 
ernment. 

Senator Caren arr. Of course, we did change the tax laws to permit 
them to amortize- 

Senator SpaARKMAN. New facilities. 

Senator Carenarr. The first year, I think, it is 40 percent, and 
it is a sort of graduating scale up to 5 years. It is much better than 
the old one, but I would like to be even more liberal in that respect 
in the present Jaw. 

Senator SPARKMAN. So would I, 

Senator Carenarr. Under the Defense Production Act, or, rather, 
under the ODM 

Senator SpaRKMAN. Defense Production Act. 

Senator Carenarr. The Defense Production Act. of course. They 
issued these necessity certificates such as they did in Hells Canyon. 
That, of course, is in connection with war work. 

Senator SparkKMAN. That is where you pick them out. It is sup- 
posed to be in connection with defense work. 

Senator Carpenartr. They have issued some 21,000 since we passed 
the law in 1950, and I think during World War II they issued some- 
thing like 42,000. 

Senator SparkMAN. But let me get back to this. By the way, I note 
your comment about Senator Thye’s bill, S. 1789. 

Mr. Orcustr. Yes. 

Senator SpARKMAN. You comment favorably on that bill and the 
fact that the turning point seems to be that it does not do away with 
the Loan Policy Board. 
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You realize that S. 545 introduced prior to that time by Senator 
Thye does seek to do away with it, has the sole objective of elimi- 
nating it? 

Mr. Orcuste. Y. es; he did introduce it. 

Senator Sparkman. While we are on it, let me talk to you a little 
bit about that Loan Policy Board, and I think we will understand 
each other’s position. I opposed this in the beginning. In fact, 
I opposed it on the floor of the Senate, because I have felt all along 
that the Small Business Administration ought to be an indepe ndent 
agency in fact as well as in name. That was true with the Small 
Defense Plants Corporation, and I felt that it ought to be true with 
the Small Business Administration. I never have felt that with a 
Loan Policy Board, or whatever it is, with the power that those mem- 
bers have over it, we would have actually an independent agency. 

Mr. Oxrcuste. I think Wendell Barnes testified to the effect that he 
is not dominated by his present Loan Policy Board. 

Now, while I am deputy to Mr. Mueller, our assistant secretary, it 
just so happens that I have been here for 4 years and I have attended 
practically every Loan Policy Board of the Administration since 
SBA was set up. And my own personal view of what has taken place 
in those Loan Policy Boards over the past 4 years has been that it 
works very similar to the manner in which you would work a bank. 
After all, you are loaning funds; over $250 million have been loaned 
by that organization. 

And frankly, I personally would not want to be the administrator 
of an organization that did not have some kind of a group that was 
eminently qualified to consult with it on matters of loan policy 

And my personal experience over the past 4 years is that the Board 
has worked 100 percent with Wendell Barnes and he has so testified, 
and I think we can be proud of the job that has been done by the 
Small Business Administration. 

Senator SparKMAN. With reference to Mr. Barnes’ testimony, he 
also testified then that he was opposed to making this a permanent 
organization. But later, somebody changed their mind, the Bureau 
of the Budget or the I -olic y Board or somebody, and Mr. Barnes came 
back and advocated making it a permanent agency. 

Senator Carenartr. Would the Senator yield ¢ 

Do we have any testimony, or does the staff have any testimony 
do we have a single letter indicating that the present Loan Policy 
Board has not worked satisfactorily? Do we have any testimony 
whatsoever, any letters or any information, that the Board as pres- 
ently constituted has not worked satisfactorily / 

Senator Sparkman. Well, I do not know. Senator Thye one day 
in testimony before—I believe that was before the Select Committee 
on Small Business, Mr. Barnes was there, Senator Thye made some 
very strong and stern statements in the committee with reference 
both to Mr. Barnes’ stand on permanency, and also on this question 
of the Loan Policy Board. 

Senator Carenart. Will the Senator yield? 

Were these Senator Thye’s personal opinions, or were they based 
upon facts, based upon experiences / 

Senator SpaRKMAN. I am sure it was based upon experience. Sena- 
tor Thye is the ranking minority member of the Small Business 
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Committee. He has served as chairman of the committee. He is one 
of the most active and able members of the committee, and certainly 
has the interest of small business at heart. 

Senator Carenart. There is no question about that, and I am not 
questioning the remarks of the Senator from Minnesota. I just asked 
the question because in my own office, my own mail, my own observa- 
tions—I have had no complaints whatsoever. I attended many of 
these hearings, and honestly I cannot remember anybody testifying 
that there was any weakness in the present Loan Board policy. 

Senator SparkMAN. Let me ask Mr. Oechsle this question: Who is 
the representative of the Department of Commerce on the advisory 
board ? 

Mr. Orcuste. Secretary Weeks, and he delegates Assistant Secre- 
tary Mueller of Domestic Affairs to represent him. 

Senator SparkMaAn. Is that Frederick H. Mueller / 

Mr. Orcusie. Frederick H. Mueller. 

Senator Sparkman. When Mr. Mueller was testifying before the 
House Banking and Currency Committee, he testified in favor of 
making the Small Business Administration a permanent agency. 
He said: 

Because we feel it is an agency, to begin with, representing the segment of 
our economy that is in the public eye constantly, and possibly by having it as a 
separate agency it receives the attention that it is felt in some hands it would 
not receive if it were part of another department. 

Then he said this—and here is the significant part : 

I might say I personally feel, and I want to go on record here, although I 
have stated we are in favor of giving this permanent status, that there should 
be only one government department in business, because I do not recognize 
personally any distinction between what is good in the economy for business 
is not just as good for small business as it is for big business or medium-sized 
business. 

And then, later on, he said: 

I would say that it has become more or less of a public issue, and that there 
is, for some unknown reason, a feeling that there is a difference between small 
business and large business, that there is an inherent difference between the 
two. With that I disagree, but I say that in the public mind, because of the 
constant, shall we say—I don’t like to use the word “harping’’—but the constant 
talk about the problems of small business has created in the public mind a 
feeling that there is some inherent difference. All big business started small. 
Now, that is the political gimmick which probably requires that we have an 
administration that is giving their attention to the problems so-called, of so- 
called small business. 

That is a statement from a member of the policy board, who sits 
on it, stating policy for an agency he does not believe in, and he 
SAYS SO. 

First he said there ought to be just one department—and that is 
the Commerce Department, of course. And by the way, Mr. Oechsle, 
let me say this——— 

Mr. Orcuste. He did not say he did not believe in the Small Busi- 
ness Administration. 

Senator SparkMAN. No, but he said all of it ought to be in one de- 
partment. I do not mean to say he said it in so many words, but I do 
not see how anybody can read that without getting a very definite 
belief that Mr. Mueller does not believe inherently in a Small Busi- 
ness Administration. 
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Mr. Orcuste. I think—— 

Senator SparkMan. And, of course, when we sought to set this up 
originally, the Department of Commerce was against it, not just in 
this administration but in previous administrations. 

Mr. Orcuste. I think what Mr. Mueller was referring to—and he 
made this as a personal observation—was that he does not like this 
division, so-called, in the business community, any more than the legal 
profession would want to be referred to as the small lawyers versus 
the big lawyers, or a farmer would want to be referred to as a small 
farmer versus a large farmer. 

Yesterday I looked through Webster’s Dictionary and looked at 
the definition of the word “small” and after I finished reading it, I got 
the shivers. 

Now, there are a lot of businessmen that start in business—maybe 
they only employ one man, but when they start on Main Street and 
start a store and invest their capital, they are businessmen. They 
like to be referred to as businessmen. 

Now, this division of having a Small Business Administration 
and again I am speaking personally, for myself—eventually you 
hear talk, and I have seen articles in the U. S. News & World Report 
that there should be a Small Farm Ac Iministration to he ‘Ip the poor 
small farmer. 

Senator SparKMAN. We have that. 

Mr. Orcuste. As an independent agency, outside of the Department 

Agriculture. 

Then, following that through, you could have a Small Mining Ad 
ministration outside of Interior to take care of the small miners as 
compared to the large miners. It is purely a matter of division, 

I like to be known as a businessman. I do not care if I have two 
people working for me, or a thousand people. I am a businessman 


when I start in business and invest my own funds. That is the free 
enterprise system. That, in my judgment, is what has made this 


country good and great. 

When my 2 brothers and I started in 1919 and closed down an old 
blacksmith shop and went into the welding business, there were Just 
3 of us, but we were businessmen. We did not consider we were 
small-business men. We have since grown into a fairly sizable organ- 
ization with two sizable plants in Philadelphia. I just started my son 
in-law in business in 1948. He now has 50 people working for him. 
He does not like to be referred to as a small-business man. He is a 
businessman. 

I think that is what Mr. Mueller had in mind. 

And, furthermore, he probably had in mind that if we are going 
to have this constant division within Government to take care of 
this parficular group versus that particular group, the first thing you 
know, this thing can spread all over to a ridiculous degree, to the 
point where we will have a House and Senate, one to represent the 
rich and one to represent the poor. 

Senator SPARKMAN. I do not think there is any likelihood of that. 

Mr. Orcusie. I would hope not. 

Senator SpARKMAN. That is reductio ad absurdum. 

Mr. Orcuste. Is that Latin? 

Senator SparkMAN. You do not speak Latin ? 
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Mr. Orcusie. No; | am sorry. 

Senator Carenarr. I think what Mr. Mueller was talking about 
there is that he wants to have a small-business agency as we have at 
the moment, to loan money to small business, but bey ond that, it ought 
to be part and parcel of the regular ge rovernmental business agency, 
‘hich isthe Department of Commerce, and not try to separate the two. 

Senator Sparkman. We differ on that, and the C ongress <liffers. 
The Congress has, on at least two different occasions, set it up as an 
independent agency, the Small Defense Plants Corporation and the 
Small Business Administration. 

But it seems to me that Mr. Mueller here is saying that we ought 
not to have any such agency. 

And then there is his reference to so-called problems. I do not 
find anything ia this report about so-called problems. ‘These people, 
members of the President's ( ‘abinet, were discussing real problems 
and they called them real problems. But Mr. Mueller, who is the 
caasatointe of the Commerce Department on the policy board, 
speaks of them as so-called problems of so-called small business. 

You do not find a word in this report about so-called problems or 
so-called small business. They call it small business, 

Mr. Orcusie. It may interest you 

Senator Sparkman. And then they referred to real, genuine prob- 
lems, that they said they were willing for this Government to absorb 
a loss of $700 million in order to reach. 

Mr. Orcuste. It may interest you to know, Senator Sparkman, that 
Secretary Mueller represents Secretary Weeks on the Cabinet Com- 
mittee for Small Business, and was instrumental in making several of 
the recommendations that are in that Cabinet committee report, one 
of which was the right of small business to depreciate used equipment 
up to the amount of $50,000 a year. 

Ile is a small-business man. He formerly headed the Mueller Fur- 
niture Co. of Grand Rapids that has about 125 employees. 

Senator SpaRKMAN. I suppose it would not be fair to ask you why 
the Administration did not approve of my bill I tried to get through 
to give to all business the right to rapidly amortize the amounts 
involved in the purchase of used equipment. 

Mr. Orciuste. I would not know 

Senator SPARKMAN. Just 2 years after we extended that right. to the 
purchase of new equipment. 

Those are some of the things I cannot understand in this field 
which we are talking about, doing something to give badly needed 
help to small business. 

Senator CarenArtr. You are not necessarily going to give it to them 
by divorcing it from the Department of Commerce. In fact, that 
itself will not do it. 

Senator SparKMAN. It is not a part of the Department of Commerce 
now. Commerce has tried at every turn of the road to get it, and 
again not just in this administration but in previous administrations. 

I understand the position and I have a great deal of sympathy 
with it. I just do not believe that it is for the common good. 

Mr. Orcusie. I think you will agree that the predecessor agency, 
the Smaller War Plants 4 gency, was set up as a wartime agency, and 
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this is the first peacetime agency for small-business administration to 
be set up independently. 

Senator SparkMAN. The Small Defense Plants Corporation was 
set up during the Korean war. 

Mr. Orcuste. That is right. 

Senator SparKMAN. The Smaller War Plants Corporation was a 
wartime agency, pure and simple. 

Mr. Orcuste. That is right. 

Senator SparkKMAN. And the SBA was more or less a conversion 
of the SDPC. 

Mr. Oxrcuste. That is right. 

Senator Sparkman. I notice in the President’s Cabinet Committee 
recommendations—I will not take the time to take up these various 
recommendations, but I think it would do us all good to refresh our 
recollection once in a while to see about those promises that were held 
out last fall and see if we could do something toward bringing them 
into action. 

But one thing I wanted to ask you about is this—in the President’s 
letter, it says: 

The Committee is to have the continuing assignment of making specific recom- 
mendations to me for administrative actions and, where necessary, for addi- 
tional legislation to strengthen the economic position of small businesses. 

The President did not say “so-called small businesses.’ 

Mr. Orcuste. No. 

Senator SparkMAN. He called it right out what it was— 

* * * to strengthen the economic position of small businesses and to foster their 
sound development. 

I realize this is not your responsibility, but I wonder if you can 
tell us what is being done toward carrying forward that statement. 

Do you know? 

Mr. Oxrcusie. Well, I attend many of these Cabinet Committee 

meetings on small business, and they are—in the 4 years I have been 
down here I have never attended a Government committee that has 
worked as hard as the Cabinet Committee on Small Business. 

Senator Sparkman. You understand I gave it high praise from 
the very beginning. 

Mr. Orc HSLE. It would start at 2 o’clock in the afternoon and wind 
up at 7 or so at night. And there is a great amount of work that has 
gone into that by the various representatives of the different Govern- 
ment agencies. 

But you must remember this one basic fact, that a number of the 
recommendations that were made would have the effect of some type 
of tax relief in one way or another, and in light of the present budget 
situation in this session of Congress, the Tre: isury Department, I 
believe, has the feeling that if taxes are going to be relieved for some 
particular segment of the ec onomy, this is not the time to do it until 
they can have an opportunity to look over the results of this budget 
situation and find out what is going to be left, and then possibly in 
the next Congress or the next session of this present Congress, deter- 
mine what of these recommendations that have been made by the 
Cabinet Committee could be enacted into legislation. 
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Senator Sparkman. Yes; they were quite aware of that, because 
they said this: 

Apart from the tax proposals, the adoption of the recommendations presented 
in this report would have very little impact on the Federal budget. The loss 
of revenue entailed by the tax proposals is estimated at about $600 million in 
the first year, at about $740 million in the second year, and at somewhat re- 
duced figures in later years. 

It is doubtful, however, whether there need be any loss to the Treasury in 
the long run, for in the first place some of the tax proposals involve merely a 
deferral of taxes, and in the second place the proposed measures would tend to 
enlarge the national income, which is the ultimate source of all tax revenues. 


So the Cabinet Committee had that fully in mind when they made 
these recommendations and made small businesses throughout the 
country feel something was going to be done for them in this session 
of Congress. 

Mr. Secretary, insofar as I can, I would like to urge through you 
that something still be done. 

Let me say “this: I have given up any hope of any change in the 

tax hr ete the income-tax structure, but there are other things 
that can be done that would not cost the Government any loss of 
revenue, and the one we have been talking about this morning is one 
of them. That is, to give to the small businesses of this country 
exactly the same privilege that we gave to the big business that are 
able to purchase new equipment in 1954, that is, rapid amortization 
on the purchase of used equipment. 

Mr. Orcuste. I will carry your message to the chairman. 

Senator SparKMAN. And will you do this, too: Tell him by all 
means to give us the green light up here on the relief in the field of 
mheritance taxes. It would not cost the Government any money. 

And there is one other thing, and that is the right for small, 
closely owned corporations to be taxed as partnerships. You gave 
the partnerships the right to be taxed as corporations, so let us play 
it both ways. 

Senator CApeHarr. Let me say this, that the matter of changing 
the tax laws is one that is up to the Senate Finance Committee. 

Senator SrpARKMAN. Yes, but we know what will be done if the 
recommendation comes in. 

Senator Carenart. I have introduced legislation to permit the 
amortization of new and used equipment for {| do not kow how many 
vears, both under Republican and Democratic Presidents and Demo- 
cratic-controlled Senates and Republican-controlled Senates, and so 
far we have not been able to get anyplace in the Finance Committee. 

I think one of the reasons for that, of course 

Senator SPARKMAN. We have them studying it now. 

Senator CAreEHART. We have a very strong man on the Finance 
Committee who is evidently opposed to it, because we never get any- 
place with it. 

Senator SpARKMAN. Let me suggest to the Senator from Indiana 
that he read the debates on the Senate floor when the corporation 
income-tax extension came up this spring. 

Senator CarEHART. You mean on Senator Fulbright’s amendment? 

Senator Sparkman. Yes, on all of the amendments. We had pretty 
strong commitments, and I will say this with what I feel is definite 
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assurance, that if we can get the green light from downtown, we 
will pass the legislation. 

Senator Capenart. I would like to ask unanimous consent to have 
printed in this record at this point the proposal that was introduced 
in the Senate, in order to show exactly how little tax relief was given 
to small business. Of course, that bill, as you well know, increased 
the corporation taxes from 52 percent, I think, to either 53 or 54 per- 
cent, so in reality it was really a tax increase rather than a general 
tax decrease. 

What I am in favor of, and what I know the Senator from Ala- 
bama is in favor of, is tax relief for small business without in any 
way increasing the taxes of the larger corporations. 

That is what I want. I think that is what he wants. I think that 
is what they are talking about in this report, and I think that is the 
thing that ought to be done. 

I would be glad to introduce such legislation if 1 thought we had 
any chance of getting it through the Finance Committee. I have be- 
come so discouraged with the Finance Committee in such matters as 
this that this year I just did not introduce the bill that I have been 
introducing each year for many, many years, to permit the amortiza- 
tion of new and used facilities by everybody. 

I think we might as well be frank and honest with each other here 
and say the way the general public in the country today, the Demo- 
crats and Republicans on both sides of the aisle, and the people i 
general, and the press and the newspapers, feel, it is certainly no year 
to be starting new expenditures and new programs and that sort of 
thing, because every time the President turns around somebody beats 
his brains out. because of expenditures. 

What we are tr Vv ing to do here is to reduce the budget because the 
people are dem: anding it, rather than to add new ways of spending 
money and increasing the budget and thereby eliminating the pos- 
sibility of a tax reduction. 

It is awfully discouraging on the part of the President, and I am 
sure it is discouraging on the part of Senators, too, if they read their 
mail—and I am sure they all do. 

Senator SparKMAN. Let me say, if the Senator really wants to put 
the Fulbright amendment in the record 

Senator Capenarr. [ do not care, except I just wanted him to know 
that while it gave a little relief, it was very little, and it did increase 
the taxes of larger corporations, It gets back to this, gentlemen, and 
I will use the term “so-called small business.’ 

What is a so-called small business? Who is a small-business man 
and who is a big-business man / 

. would say Studebaker is a small-business man when it comes to 
manufacturing automobiles. I would say that they were big business 
in comparison to a retailer on Main Street in South Bend, Ind., where 
they are located. 

So you just cannot define, in my opinion, what a small-business 
man is. A small-business man may be small today, and 10 years 
from now he is big, but he goes through that process, and thank God 
he does, and I am for it. It is just an awfully hard thing to define. 

[ have always used the term “so-called small business,” and when I 
say that I do not mean I am against small business. I say that be- 
cause: What isa small-business man? Who is a small-business man? 
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What is a small business? What is it? Who is he? Is he a little 
retailer on Main Street? Is he a small wholesaler? Who is he? 

Senator SparkMAN. Of course, the Small Business Administration 
has made a definition. 

Senator Capguarr. Yes, but it does not mean anything to me. 

Senator SparKMAN. Under our direction, by the way. 

Senator Carrnarr. But it does not mean anything to me because 
they say anybody that employs 500 people or less is small business. 

Senator SparKMAN. Well, no, not exactly. 

Senator Carruart. They have other criteria that are about the 
same. 

Senator SparKMAN. I want the record to be straight on this. You 
referred to the Fulbright amendment. It is true that most of the de- 
bate centered around the Fulbright amendment, and the test vote was 
more or less made on that. But the program that I was advocating 
was much broader than the one, single amendment. That amendment 
related only to graduated income tax. I had four other bills relating 
oe 

Senator Capruarr. Were they reported out of the Finance Com- 
mittee / 

Senator SPARKMAN. None of them were reported out of the Finance 
Committee, but the Finance Committee did take them under study 
and has them under study. 

Senator Carenart. If they have to do with amortization, I am for 
them. 

Senator SpaRKMAN. So I feel rather strongly that if the administra- 
tion will just do what they indicated in here they would do with refer- 
ence to those three bills that I mentioned specifically here, they will get 
approval. 

Senator CapeHarr. Let me say this, in all kindness and just to have 
alittle fun, that your party controls the House and Senate. 

Senator SparKMAN. I have heard that before. 

Senator Carpenart. If you would just introduce the legislation and 
all of you vote for it, it would pass. 

Senator SparkMAN. But my friend knows what effect the recom- 
mendations of the budget have on us. Sometimes I get rather pro- 
voked at our slavishness to the Bureau of the Budget. 

Senator Carpenart. Let me say that it is almost impossible to get all 
the Democrats or all the Republicans to vote alike on any given subject. 
At least, 1 have found that true in 13 years. 

Senator SpaRKMAN. Well, thank you very much, Mr. Oechsle. 

We appreciate your appearance and your listening to all this debate 
up here. 

Mr. Orcus te. It has been very interesting. 

Senator SpaRKMAN. Mr. Floete. Franklin G. Floete, Administra- 
tor of the General Services Administration. 

We are glad to have you here, sir. 

If you have a prepared statement, you just proceed as you see fit. 
For the record, will you identify the gentleman accompanying you? 

Mr. Frorre. This is Mr. Paul Barron. He is Director of one of our 
divisions, and particularly interested in small-business activities. 

And this is Lloyd Dunkle, head of our National Buying Commis- 
sion, who also participates in all of these various actions. 

Senator SpaRKMAN. Fine. 
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STATEMENT OF FRANKLIN G. FLOETE, ADMINISTRATOR, ACCOM- 
PANIED BY PAUL BARRON AND LLOYD L. DUNKLE, JR., GENERAL 
SERVICES ADMINISTRATION 


Mr. Fioete. To conserve your time, perhaps I could submit the 
statement for the record and not read it in detail. 

Senator SparKMAN. That would be fine. We would be very glad to 
have you do that, and the statement will be printed in full at the end 
of your remarks. 

Mr. Frioere. Mr. Chairman, and gentlemen of the committee, GSA, 
for a number of years, has operated business service centers through- 
out the United States wherever we have regional offices. We have 13 
in operation at the present time. 

They were designed primarily to assist in a general way the activi- 
ties of small business. 

In addition to that, GSA has for some years, under the law and 
under regulations issued by GSA, purchased as much as we could 
from small business. For instance e, in the first 6 months of this fiscal 
year, we purchased approximately 57 percent, or a total of $140 mil- 
lion that went to small business. 

We have also followed the general practices of business set-asides 
and of giving small business preference on tied low bids. 

Recently we have very much increased the degree of control that we 
exercise over these activities. Mr. Barron is the head of the Division 
of Procurement and Business Services which has been set up as a 
separate organization, since we recognize the great import: ince of this 
activity. Therefore, the direction will be more intensive than it has 
been, and we assume that our small-business purchases will gradually 
increase. 

I think the most important thing the GSA has done recently that 
may be of interest to the committee is the creation of a task force to 
study all procurement practices. This was recommended by the 
President’s Cabinet Committee on Small Business, and we were as- 
signed the responsibility for making this study by the President’s 
letter of September 26. 

The object, of course, is to secure uniformity and to do away with 
many inequities that now exist. I think this is of great importance 
not only to small business, but to all business. Unquestionably it will 
help small business proportionately more than large, because it will 
do away with needless inconsistencies, simplify the procedures, and 
remove the inequities. 

That study is well underway. It is organized directly under Mr. 
Barron, There are representatives from each of the large procure- 
ment agencies, including Defense, which, of course, is the la irgest pro- 
curing agency in Government. 

We are very hopeful that many important steps can be taken. 

For instance, on page 7, we refer to some of these: Simplication 
of regulations relating to packing, marking, and packaging require- 
ments; inability to obtain Government contract spec ifications in suf- 
ficient time for bidding purposes; need for a uniform Government 
procedure for small business setasides; further studies concerning the 
remedial legislation which we feel is needed throughout this field. 
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We have prepared such a bill and have submitted it to the Bureau 
of the Budget, and it is now being cleared in the normal manner. 

Another very important subject on which we are now working is a 
codification of the various manuals to replace the great number that 
are now in existence. 

That in a very brief way summarizes the important work of this 
task force. It is being worked out in a very harmonious manner so 
we have complete cooperation from all of the various agencies, and 
we are certain that it will result in many changes that will be benefi- 
cial to all business. 

Our relations with the SBA have been close. We have worked in 
harmony with them. Mr. Barnes, the Administrator of the Small 
Business Administration, is a member of the review committee that 
directs and decides controversial questions. 

The other members of that smaller group are myself, Administrator 
of GSA; and Mr. McGuire who is Defense Department Supply and 
Logistics Assistant Secretary. 

Senator Sparkman. Mr. Floete, I would like to say this to you and 
for the benefit of the record here, that our Select Committee on Small 
Business has had a great deal of work with you and your agency, and 
we have had the finest of cooperation. You have done many things 
that really have set patterns for other Government agencies to follow, 
and I want to acknowledge it for the record. 

Mr. Forts. Thank you, sir. 

Senator SparKMAN. We appreciate it greatly. 

Mr. Fiorrr. Well, I really think there are great possibilities in this 
organization we have just set up. We were responsible for issuing last 
December 31 a regulation as to progress payments that was also rec- 
ommended by the Cabinet Committee. We do not think it is perfect: 
we are still working on it, and we hope shortly to have a revised edi- 
tion that will improve the first one. But it was a step in the right 
direction. 

We are very much interested in this. I am a small-business man 
from the start, have never been anything else. 

Senator SparKMAN. I can almost say “so-called.” 

penne Carenart. I think the record ought to show he comes from 
Iowa. I do not know whether he came from a so-called large farm 
or a so-called small farm, but there again it is a matter of what you 
have. I think the term “small” or “big” depends entirely upon what 
you are comparing it with. If you are comparing a 1,500-acre farm 
in Indiana with a 160-acre farm, it is a big farm. If you are com- 
paring it with a 15,000-acre ranch out in one of the Western 
States, then, of course, it is a small business—at least it is small in 
acreage. It might produce more dollars, more income—a 15-acre farm 
in Indiana—because 15,000 acres in New Mexico is usually for grazing. 

Let me ask you this. Of course, the only contact you have with 
small business is that of buying from them, is it not ? 

Mr. Froere. Outside of this task force, the job that was assigned 
to us by the President; and that relates to procurement of all types, 
contracting and personal property. 

Senator Caprarr. You are a big help to small business, as head of 
GSA, by making more purchases from the small-business man. 
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Mr. Frorre. That is right. And of the purchases that we make 
direct, approximately 57 percent go to small business. 

Senator Carenartr. That is in dollars and cents or number of 
contracts ¢ 

Mr. Fvorre. That is in dollars, wbout 75 percent in contract actions, 

Senator Carenartr. What counts is the dollars. There again, of 
course, [ do not suppose that if you bought automobiles from Stude- 
baker you would consider that small business, would you. 

Mr. Fuorrer. No, sir. 

Senator Carenart. That would not be considered small business. 
Yet they are small in the automobile business. 

Mr. Frorre. As compared with General Motors. 

Senator SPARKMAN. Somebody before this committee a few years 
ago defined small business + as being one that could not afford to keep 
its own representative in Washington. Studebaker can atford to do 
that all right. 

Senator Carenarr. That definition would not be too good because 
the small-business men in Washington and around Washington and 
in Baltimore are itching, of course, to get in here, and they are here 
allthe time. Sothat would not be a good definition. 

Mr. Frorre. Well, the greatest trouble [ always had was getting any 
money to do business on. 

Senator SparkMAN. That is one of the principal bills before us at 
the present time, to recognize that very problem. You know, it was 
first called to my attention several years ago when the Securities and 
Exchange Commission—this committee has jurisdiction over legisla- 
tion pertaining to that—had a gentleman before us from time to time, 
But I remember 1 day they were testifying with reference to the use 
of the securities market. And I remember very well the statement 
made that, as a result of the study—a well carried out, thorough 
study—made by the Securities and Exchange Commission, it had bee : 
determined that. no borrower of less than a million dollars could a 
ford to use the securities market. The cost was too high. 

That is pretty well in the range of small businesses; so, in other 
words, I think the chairman of the Securities and Exchange Com- 
mission would tell anybody today that small business, as we generally 
understand it, simply cannot afford to use the securities market. 

Mr. Fiorre. I hope we can get someplace with this legislative 
omnibus bill. It would correct a good many things that have needed 
correcting for a long time, but I don’t know whether you want to 
go into it today or not. 

Senator SparKMAN. That is a bill you are referring to 

Mr. Frorrr. That we have already sent over to the Bureau of 
Budget. 

Senator SparKMAN. I presume that would go before the Government 
Operations Committee, would it not ¢ 

Mr. Barron. Yes, si 

Senator SpARKMAN,. hd of course, we would not have jurisdiction 
over that. 

Mr. Frorrr. I see. I think it would do a lot if we could get it 
through. 

Senator Sparkman. I notice what you said about it. It is described 
here. It says it has been submitted to the Bureau of the Budget. 





i 2 


(le 
h 
in 
\ 


ne 
m 
0] 
of 
G 
in 
in 


Sj 


al 


ATS 
eep 
(lo 


use 
ind 


ere 
uy 


5 at 
Vas 
ind 
sla- 
me, 
use 
ent 
igh 
een 


af- 


her 
yM- 
lly 


ive 
ded 
> to 


CREDIT NEEDS OF SMALL BUSINESS 307 


Thank you, very much, Mr. Floete. We appreciate your being here, 
gentlemen. 
(Mr. Floete’s prepared statement follows :) 


STATEMENT OF FRANKLIN G, FLOETE, ADMINISTRATOR, GENERAL SERVICES ADMINIS- 
TRATION 


Mr. Chairman and gentlemen of the committee, we appreciate your invitation 
to participate in these important hearings relating to the extension of the Small 
Business Act of 1953. 

Because of pending legislation on this subject, we know you are interested 
in learning of the part which various agencies, including the General Services 
Administration, are playing in the program for improving economic conditions 
for small-business concerns throughout the United States. 

As an agency with responsibility for major procurement and property dis- 
posal programs and for prescribing policy and procedure in the field of procure- 
ment and disposal, GSA has an important responsibility in helping small 
business. 

For convenience, our statement will be presented in three parts: I, the GSA 
small business and business services program; [[, the work of the GSA-created 
interagency Task Force for Review of Goyernment Procurement Policies and 
Procedures ; and III, a description of GSA work contacts and rejationships with 
the Small Business Administration. 


I. THE GSA SMALL-BUSINESS AND BUSINESS-SERVICES PROGRAM 


GSA has done much in past years to help small-business concerns, particularly 
in the field of Government procurement. During the first half of fiscal year 1957, 
75> percent of GSA purchase actions (over $25 in size) and 57 percent of the 
dollar value of these purchases went to small-business firms. We are convinced, 
however, that GSA can and should play a much more vigorous role in this 
important work. To put this conviction into practice, we have launched, what 
we believe will be, a far-reaching and effective program in GSA, 

First, a new Procurement and Business Services Division has been established 
in my office. This organization is responsible, among other things, specifically 
for coordinating and promoting GSA programs to help small-business concerns. 

Secondly, the new organization will provide new direction and guidance for 
an intensified Government contract information and counseling service through 
GSA Business Service Centers located in 13 principal cities. 

Third, we have undertaken a mammoth job of reviewing Government procure- 
ment policies and procedures in the interest of eliminating inconsistencies and 
inequities and trying to simplify procurement procedures. 

Fourth, we have undertaken a positive program to carry out recommendation 
6 of the Cabinet Committee on Small Business to provide progress and advance 
payments to Government contractors, as will be more fully described in con- 
nection with my discussion of the task force work. 


AN ORGANIZED SMALL BUSINESS PROGRAM 


In the past, small-business matters have been handled by referring them to 
the particular service or staff activity most concerned with the particular prob- 
lem. While this has worked reasonably well, it has not allowed us to take full 
advantage of our opportunities for a more effective program through a coordi- 
nated small-business program. 

As a result of our recent action in establishing the new Procurement and Busi- 
ness Services Division of GSA, we now have, for the first time, an organization, 
members of which are specifically responsible for seeing that our programs and 
operations reflect the interest of small business, and provide the necessary means 
of coordinating small-business matters in the various operating activities of 
GSA. Also, this organization can be an effective instrument for aiding SBA 
in putting into effect, on a governmentwide basis, policy recommendations, pro- 
cedures, and changes in practices dictated by the manifest interest of the country 
in fostering a healthy small-business segment of our economy. 


Specific measures 
(1) Small business set-asides—In cooperation with SBA, we have continued 
and expanded our small business set-aside program. Proposed procurements in the 
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amount of $5,000 or over are screened to determine whether small-business con. 
cerns can perform the contract requirements. Where procurements from smal] 
business concerns are determined feasible, either total or partial set-asides are 
made. During the first 9 months of the current fiscal year, we have entered into 
contracts restricted exclusively to small business concerns amounting to approxi- 
mately $13 million. This compares with less than $5 million in all of fiscal year 
1956. The fiscal year 1957 monthly statistics are set out in an attached summary, 

(2) Equal low bids —Under GSA governmentwide regulations, when two or 
more equal low bids are received, award is made to the equal low bidder having 
the highest priority status, considering both the small-business status of the bid- 
ders and whether or not the contract will be performed in an area of substantial 
labor surplus. 

(3) Disaster relief.—To assist in the rehabilitation of disaster stricken areas, 
GSA, in cooperation with Federal Civil Defense Administration and other agen- 
cies, provides surplus Government property to stricken States which in turn sell 
the property, on a nonprofit basis, to small-business concerns in need of rehabili- 
tation. 

Other specific measures have also beeen taken—these include: enabling small 
concerns to participate in large procurements by prescribing terms to permit bids 
for less than the total requirement; the development of specifications in accord- 
ance with industry standards to permit businessmen to sell to the Government 
their regularly produced products; the provision, in the procedure for surplus 
labor area set-asides, of a priority for small business. 

Construction and repair contracts.—A program has been initiated in GSA re- 
gional offices to contact small-business construction and repair contractors to 
stimulate increased competition and small-business participation in GSA con- 
tracts for construction, maintenance, renovation and repair of public buildings. 


INTENSIFIED BUSINESS INFORMATION AND ASSISTANCE ON GOVERNMENT CONTRACTS 


GSA has had since 1951 business service centers, located at the headquarters 
offices of our regional offices, designed to provide businessmen interested in par- 
ticipating in Government procurement or surplus property disposal with informa- 
tion and assistance including copies of specifications, the display of bid invita- 
tions and similar aids. 

Our new program will provide centralized direction ; will be responsive to the 
needs of the centers for information and facilities; and furnish the necessary 
guidance for a more intensified program by providing uniform standards, detailed 
operating guides and assisting in the proper organization and development of 
each center. 


Il, WORK OF THE INTERAGENCY TASK FORCE REVIEW OF GOVERNMENT 
PROCUREMENT POLICIES AND PROCEDURES 


The Task Force for Review of Government Procurement Policies and Pro- 
cedures is an interagency activity established in Ocober 1956 in response to a 
directive of the President, based on a recommendation of the Cabinet Committee 
on Small Business, that a comprehensive review of Government procurement 
policies and practices be made with the objective of eliminating needless in- 
consistencies, simplifying procedure, and removing inequities. 

Its membership has included representatives from SBA, the Departments of 
Defense, Interior, Agriculture, and Commerce, the Atomic Energy Commission, 
Veterans’ Administration, Post Office Department and GSA. The Bureau of 
the Budget and the General Accounting Office have had advisory representa- 
tion also. 

The‘task force is endeavoring not only to identify problem areas in this field 
but to initiate remedial actions which will facilitate business participation in 
Government contract work. 

We will be glad to submit for inclusion in the record if desired the first sum- 
mary report on progress of the task force covering the 4 months from November 
1956 through February 1957. The second summary report is now in draft form. 

The first summary report indicates that during the short period of its exist- 
ence the task force has reviewed much material from both Government and busi- 
ness sources, has identified a significant number of major problem areas, and 
has initiated special projects or designated study groups to develop corrective 
actions. 
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With the support of the President and the cooperation of Federal agencies 
on December 31, 1956, we issued a governmentwide regulation providing for 
progress payments under fixed-price supply contracts. Based on operating ex- 
perience, we hope to make revisions and improvements in providing for progress 
payments and now have this subject under further study. 

Through the excellent cooperation of the Comptroller General of the United 
States, a helpful directive has been issued warning agencies against the taking 
of unearned discounts, a practice which hinders small business. 

Acting, in part, at our request, the Comptroller General also directed the dis- 
eontinuance of the requirement for inclusion on invoices of a special certification 
in vogue for more than half a century. This milestone in improvement of Gov- 
ernment procurement procedures will eliminate costly delays in payments to 
small business concerns resulting from the huge volume of invoices being 
returned unpaid because of noncompliance with this requirement. 

Some of the problems now under consideration by the task force relate to: 
Simplification of construction contract forms (a new short form for use on small 
construction jobs up to $2,000 has already been drafted and a comparative 
study of various agency clauses has been completed as a basis for standardiz- 
ing necessary clauses and cutting down on others); method for increasing 
small business participation in Government-financed research and development; 
difficulties in compliance with packing, marking and packaging requirements ; 
inability to obtain Government contract specifications in sufficient time for bid- 
ding purposes; need for a uniform Government procedure for small business 
set-asides. Study groups composed of representatives from various agencies 
are now working on these problems and we look for definite improvements to 
result. 

We know the committee will be keenly interested in the work which has been 
done toward drafting remedial legislation which would amend various Govern- 
ment procurement laws as a result of information and data acquired by the 
task force. This legislation has now been drafted and has been submitted to 
the Bureau of the Budget. The measure seeks, among other things, to effectuate 
the following: 

(1) Provide greater uniformity in Government procurement and greater 
flexibility to help small business by extending, through delegation, the procure- 
ment procedures of title III of the Federal Property and Administrative Services 
Act of 1949 to all civilian executive agencies ; 

(2) Remove certain obstacles limiting effective standardization and codifi- 
eation of contracting procedures of civilian executive agencies ; 

(3) Reflect the original legislative intendment, in the light of changes in 
economic conditions, of certain statutes regulating the performance of Govern- 
ment contracts ; 

(4) Permit the making of progress and advance payments on Government 
contracts to small-business concerns with a minimum of burdensome and expen- 
sive administrative procedures ; and 

(5) A number of provisions designed to promote the placement of contracts 
with small-business concerns. 

Another project of the task force of which we have great expectations is the 
codification project. If we can establish a Governmentwide Federal Manual 
of Procurement Policies and Procedures to replace many of the manuals and 
instructions now in use and to fill the gap where there aren’t any, a tremendous 
stride forward will have been taken in developing uniformity and simplification 
in communicating and understanding to the business world of how the Govern- 
ment agencies do their contracting for supplies and services. 


III. RELATIONSHIP OF GSA AND SBA 


The work of GSA, which I have just described, is conducted in full cooperation 
with the Small Business Administration. GSA does not directly participate 
in the SBA programs for loans or technical management aids. The GSA pro- 
curement-related programs supplement and strengthen certain activities of the 
Small Business Administration relating to Government contracts. For example, 
SBA field offices refer prospective contractors to GSA business service centers 
and contracting officers for the type of activities and services furnished by such 
offices. GSA, on the other hand, utilizes some of the publications published 
by SBA in this field and refers concerns to SBA for loan assistance and technical 
aids. The two agencies, in general, seek to avoid any overlap or duplication. 
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As you know, the Small Business Act of 1953 states “that the Small Business 
Administration will not duplicate functions and activities performed by other 
agencies.” 

Presently, the two agencies are in the process of working out an even closer 
relationship by seeking to bring our respective offices under one roof so that 
the businessman need not be sent from place to place in his quest for information 
on how to participate in Government contract work. This objective will take 
time to complete but progress is being made. 

In addition, the SBA provides strong support to the interagency task force 
effort previously described, not only through its personnel on the task force 
projects, but in the submission of valuable recommendations. The Small Busi- 
ness Administrator has taken a personal interest in this work, as has the Cabinet 
Committee on Small Business. 

We wish to thank the committee for the opportunity for this presentation, 
Members of my staff are present, and we will be happy to try to furnish you 
with any further information desired. 


GSA procurement from small business under joint determination actions, fiscal 
year 1956 and 1957 


Contracts awarded 
Determinations ac- 
cepted (number 
Number Value (thousand 
dollars 


Total NBD |Regions| Total NBD |Regions| Total NBD | Regions 


Fiscal year 1956, total 144 121 23 | 180 167 13 | $4,601 | $4, 538 $63 
Fiscal year 1957 ; 
July 1956 34 25 9 48 31 17 508 25 83 
August 76 37 39 64 41 23 1, 452 1, 266 186 
Septem ber __ 75 28 47 102 38 64 1, 100 851 249 
Total, Ist quarter 185 90 | 95 214 110 104 3, 060 2, 542 518 
October 67 19 48 106 43 63 1, 149 776 373 
November &5 30 55 102 42 60 1, 486 860 626 
December 91 31 60 153 59 94 1, 700 1, 111 589 
Total, Ist half 428 170 258 575 254 321 7, 395 5, 289 2, 106 
January 1957 103 34 69 188 38 150 1, 592 947 645 
February 72 11 61 109 48 61 1, 954 1, 568 386 
March.. 94 35 59 140 58 82 1, 963 1, 484 ATY 
Total, 3 quarters 697 250 447 1,012 398 614 | 12,904 9, 288 3, 616 
April 
May 
June 


Total, fiscal year- 
Source: FSS operating data. 


Senator SpaRKMAN. This subcommittee will stand in recess until 
Thursday. 

(Whereupon, at 12:05 p. m., the subcommittee was recessed until 10 
a. m., Thursday, June 13, 1957.) 
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THURSDAY, JUNE 13, 1957 


UNIvTEepD STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BUSINESS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m., Senator 
Joseph S. Clark, chairman of the subcommittee, presiding. 

Present: Senators Clark, Sparkman, Capehart, and Beall. 

Also present: Senator Bush. 

Senator CLark. The subcommittee will be in order. 

I would like to offer for the record a letter directed to me as chair- 
man of the subcommittee under date of May 9, 1957, from Mr. Wen- 
dell B. Barnes, Administrator of the Small Business Administration, 
together with the material enclosed, consisting of a general summary 
of both programs of financial assistance to small business and pro- 
curement and technical assistance to small business. It will appear 
after Mr. Barnes’ statement. (See p. 352.) 

Mr. Barnes, we are happy to have you with us this morning. I 
had the opportunity to read your prepared statement overnight, and 
if it is agreeable with you I would like to have it filed in the record 
at the conclusion of your oral statement. (See p. 340.) 

Mr. Barnes. All right, sir. 

Senator CLark. I would like to proceed right away to some ques- 
tions and considerations, giving you, however, if you want to, an 
opportunity first to amplify anything that is in your prepared state- 
ment, although I would much prefer it if you would not read it. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION 











Mr. Barnes. All right, sir. As a matter of fact, I was going to 
suggest the same thing, because we have appeared before this com- 
mittee earlier in the year, and much of the material there is somewhat 
repetitive of the earlier statement. 

I would like to enlarge first on some references I have made in my 
statement on page 14 to the subject of the State development corpo- 
rations, following the first paragraph on page 14. 

The State development corporations are primarily financial insti- 
tutions. The Small Business Administration has ruled that they are 
financial institutions and that it will participate with them. 

The subject of development corporations, their structure, their pur- 
poses, and their operations, has been covered in the pamphlet Develop- 
ment Credit Corporations, published by the Small Business Adminis- 
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tration in March 1954. In the event that publication has not been made 
available to the committee, we will at this time make it available, not 
for reproduction, but for the committee’s use. 

Senator Crark. The pamphlet referred to by Mr. Barnes will be 
filed with the record of hearings, but not printed therein. 

Mr. Barnes. Development credit corporations are generally of 
two types—statewide development corporations and local industrial] 
foundations, or local development corporations. In the case of the 
former, the statewide development credit corporation, the fact that 
the corporation generally includes as members, in addition to stock- 
holders, financial institutions which are required to provide funds 
on the call of the corporation, makes it unlikely that they would have 
occasion to call on the Small Business Administration for loans or 
for participation as frequently, we will say, as the second type, that 
is, the local type. 

The Small Business Administration has made one loan in par- 
ticipation with a State development credit corporation. 

Senator CLark. Would you mind telling us which one? 

Mr. Barnes. It was the Connecticut corporation. Other such 
corporations are eligible to apply for participations. Some of the 
State corporations have exhausted or nearly so their lending funds, 
and this would be one way for them to expand their funds until they 
have built up sufficient reserves for themselves. 

Senator CLark. Would you mind telling us a little more specifically 
what “this” means when you say “this would be one way.” 

Mr. Barnes. By participations with the Small Business Adminis- 
tration, of course, they could expand the utility of their funds since 
they could take only a share of those funds instead of having to use 
all of their funds, or make calls on all of their subscribers in the 
financial institutions who have agreed to accept these calls. 

Senator Crark. That would be a direct participation by the Small 
Business Administration in a specific loan ? 

Mr. Barnes. Yes, sir. 

Senator Ciark. Not the general current of loaning authority to the 
development credit corporation. 

Mr. Barnes. No. That is right, sir. In other words, we could re- 
gard them exactly the same as banks if under the laws in their par- 
ticular State they qualify as financial institutions, which most of them 
do—banks in the sense of financial institutions and lending institu- 
tions. 

Senator Ciark. Including perhaps insurance companies. 

Mr. Barnes. Yes. To the extent that they are usually controlled 
under separate types of laws. The loans from the State development 
credit corporations in which they would ask us to participate must 
comply with the general credit criteria the Small Business Adminis- 
tration uses in connection with its other loans. All of the loans made 
by the State development credit corporation will not meet these stand- 
ards, since some of them are made to large corporations, and many 
loans are of a completely equity-capital type, in which there is no 
collateral other than common stock, or the collateral is a second mort 
gage, or a junior lien, with the senior liens having been taken by a bank. 

Senator CLark. Are we using equity capital in the same sense there, 
Mr. Barnes? The representatives of the State development credit 
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corporations who have been before this committee in the last few days 
have indicated that it is a very rare occasion indeed in which they 
will buy stock. Almost always they are making loans. ‘To be sure, 
some of those loans would probably not meet the criteria of the Small 
Business Administration. 

Mr. Barnes. I am not speaking of equity capital in the sense that 
they are buying stock, but of the type of use to which the funds are 
to be put. it may be to a corporation in which there is not—shall we 
say?—as much equity capital invested by the owners as would nor- 

mally be the case in seeking a loan, but this lack is outweighed in the 
opinion of the officers of the State development credit corporation by 
its desirability as a business in the State, due to the employment it 
provides and the effect it has on the local economy. 

Senator Crark. But fundamentally we are talking about loans and 
not stock purchases, are we not? 

Mr. Barnes. Yes, sir. We are. But I point out in our loans gen- 
erally we have certain collateral requirements, and it has been possible 
for some of these development credit corporations to take just stock 
as collateral, or something else which we do not generally believe 
should be under our law. 

Senator Crark. I understand. That would be what you would not 
consider to be sound business loans ? 

Mr. Barnes. Yes, sir. 

Senator Crark. And probably they would be for a longer term 
than you are interested in. 

Mr. Barnes. No. Their term generally is the same as ours. We 
have one other problem—not a problem, exactly, but an activity which 
has a bearing on this general subject—since the Small Business Ad- 
ministration does not make a loan if financing is available from other 
sources. A State development credit corporation is such a source. 
Our field offices keep closely in touch with the development credit cor- 

orations and will make referrals of borrowers to the corporation if 

it is the type of activity or loan that we know they are seeking and 
trying to encourage in their State. Many of these referrals have 
resulted in loans from the State development credit corporation. 

The converse has been true. There have been a number of in- 
stances where referrals have been made to us by development credit 
corporations, where they believed it was more the type of thing that 
we normally do and they perhaps wished to use their funds for other 
purposes, or may have committed a substantial portion of the funds 
available to them at the time. 

Senator Crark. May I ask you whether you or the Loan Policy 
Board have made any determination as to where the Small Business 
Administration should stand generally with regard to a State devel- 
opment corporation? By that I mean, is it your concept that you 
should not make a loan unless the State development credit corpora- 
tion has turned it down, or would it be your view that you would be 
willing to make a loan without having first been shown that the State 
development credit corporation turned it down ? 

Mr. Barnes. Actually we have operated more informally than that, 
because there is a great difference between the corporations in the 
various States and our local offices have merely kept in touch closely 
with what the local corporation was trying to do. 
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Senator Ciark. So you might have one policy in one State and 
another policy in another ? 

Mr. Barnes. Generally speaking, yes, except that all of our policy 
would adhere to what we can do under the law, and to our own policy 
statement. This means that if we know in a particular case it is 
exactly the type of thing that this development credit coxporellll 
believes in, and believe they were set up to perform, then we will 
make the referral to them. 

If, on the other hand, they wish to make the loan, but wish us to 
participate, we feel we could participate if the loan otherwise comes 
within our loan policy statement and the law under which we operate, 

Senator CiarKk. As I understand it, you do not make any loans 
unless you have a written turndown from a bank. 

Mr. Barnes. Banks. That is right. We do not require the same 
thing from the development credit corporations because they operate 
more freely. As I say, they are generally in the same area we are in, 
As a matter of fact, the Small Business Administration has done a 
lot to encourage the formation of these State development credit 
corporations. 

When I first became Administrator, we had received invitations to 
go to many States and assist in the formation of these corporations. 
It was such a huge task that I felt it would be impossible to take it on 
as a regular function. So we prepared this pamphlet to which | 
made reference earlier, entitled “Development Credit Corporations,” 
and when it was completed, I think early in 1954, we sent a copy of that 
pamphlet to every Member of Congress and to the Governor of every 
State, and to the Attorney General of every State, and to the legisla- 
tive council of every State. We have had extensive correspondence 
with other States in encouraging this activity and the formation of 
these corpor ations, because we felt it was one way of he ‘Iping small 
business. The more of these that were pene and the more active 
they became, the more small business would benefit from them. 

Senator CLark. I think that clears it up pretty well. 

Why do you require a written turn-down from a bank before you 
consider a loan? The committee received some criticism — small 
business organizations that many a bank does not wish to put in 
writing that it has turned down an applicant and, if they sed it in 
writing—and I am not passing any judgment—this is a bit of red- 
tape which makes it pretty difficult for them to move ahead with your 
organization. I can see administratively it would be easier for you, 
but it is a pretty rough requirement on many an applicant, is it not! 

Mr. Barnes. I do not believe it is, sir. When a borrower applies 
at a bank, the loan officer will usually talk to him after he has con- 
sulted with his own loan committe and tell him verbally that the 
action of the bank is such-and-such. What this means is that he will 
confirm that by a letter which is between the borrower and the loan 
officer. We are encouraging banks to make loans or participate in 
loans, and this reluctance to write the letter I think sometimes results 
ina participation loan, when otherwise it would not do so. 

Furthermore, it removes the necessity for us ever to doubt the word 
of the borrower himself. 

Senator CLarK. Of course, the question is whether a telephone call 
would not achieve the same results, or whether you consider that far 
too informal in a Government organization. 
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Mr. Barnes. The General Accounting Office, when they audit our 
books, specifically look in each file to see if we have evidence that the 
credit sought was not available from a bank, or whether the bank 
itself would not make the loan, because of the requirement in the 
law that we should not make the loan if the bank is willing to make, 
or if it is available somewhere else. 

Senator Crark. But the law does not require a written turndown, 
does it? 

Mr. Barnes. No, sir. 

Senator Cirark. And plenty of times a file will contain a memoran- 
dum of a telephone conversation, and that is usually sufficient for 
most purposes. I see your problem, though. You are not worried 
about it and some of these other people are. That is why I raise it. 

Mr. Barnes. I really think this has resulted in a great many more 
participations by banks than there would have been otherwise if it 
had been handled more informally. 

Senator CLiark. | want to ask you a number of other question about 
the development corporations, but I want to give you an opportunity 
to complete your own statement on that subject first. 

Mr. Barnes. All right, sir. 

The community industrial foundations or local development corpo- 
rations—they may or may not be so called—are more limited in the 
scope of - rations and availability of financing than the State corpo- 
rations. Capital usually must be raised by the sale of stock to local 
residents, which is a limiting factor in itself. But, on the other hand, 
there is great civie enthusiasm for a project that may be undertaken 
by a local corporation—perhaps more so than even a State corpo- 
ration. 

Additional funds to finance their operations must, therefore, fre- 
quently be sought from outside financiel institutions on the same 
basis as other borrowers. They do not have, as statewide deve ‘lop- 
ment corporations do, a membership composed of financial institu- 
tions subject to call for funds. While the statewide corporations are 
normally profitmaking corporations, the average local foundation or 
development corporation is a nonprofit organization, the stockholders 
of which benefit only indirectly through increased business activity in 
the community, or by the distribution of net assets upon liquidation 
of the foundation. 

It is the local type of corporation which will usually turn to the 
Small Business Administration for financial assistance to assist in 
the construction of a specific industrial facility. 

Senator CLark. Mr. Barnes, you are speaking, when you say non- 
profit corporations, of these loc ‘al corporations, are you not ? 

Mr. Barnes. Yes, sir. 

Senator CLark. Because the evidence we have had indicates that 
most of the State development corporations are set up on a profit 
basis, even though they do not expect to make much, if any, profit. 

Mr. Barnes. That was my point. Of these local development cor- 
porations there are, according to the figures we have obtained from 
the Office of Area Development of the Department of Commerce, some 
2.200 active in local industrial development groups in the United 
States. Since 1900 there have been about 3,094 such groups that are 
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known to have been organized. This compares, of course, with some 
17 State credit development corporations, of which 9 are active, 1 is 
authorized and organized, and 7 are authorized but not yet organized. 

Senator Ciarx. Is it your impression that the State development 
corporation movement is growing 4 

Mr. Barnes. Yes, sir. It has expanded from one which originally 
started in Maine, I think about 1949. Throughout the New England 
States it expanded by 1954, and then to New York State in 1955, 
This last winter saw 6 or 7 throughout other parts of the country, 
including the Carolinas. 

Senator Cuark. Excuse me for interrupting you, because we had a 
good deal of testimony on that and I wanted to be sure your view was 
the same as the State development corporation people’s, that this is 
a growing movement. 

Mr. Barnes. Yes. Still testifying relative to the local corpora- 
tion—— 

Senator CLark. Yes. 

Mr. Barnes. It has been our policy to promote the activities of, 
and cooperate with, local development corporations which are inter 
ested in furthering the growth and expansion of industry in their 
communities. Such cor porations will increase not only the well-being 
of their communities, but also the well-being of the Nation by giv 
ing industries the advantages of optimum use of natural resources, 
freight rates, labor supply, proximity to markets, and other economic 
advantages. 

At the same time, the Small Business Administration will not pro- 
mote the relocation of industries in which the primary incentive is a 
local subsidy, or where relocation is either from an area of present 
labor surplus, or where the relocation will cause serious unemploy- 
ment. 

While the Small Business Administration is sympathetic with the 
purposes and activities of development corporations and is most 
anxious to render all possible aid, the assistance it renders must, of 
course, be within the limits of our statutory authority. The Small 
Business Act of 1953, as amended, gives no authority to make loans 
to development corporations as suc h, and developme nt corporations 
are not small business concerns within the meaning of the act. 

On the other hand, under accepted rules of statutory construction, 
it is proper to interpret the provisions of such legislation as broadly 
as is reasonably possible, so as not to deprive of assistance those in- 
tended to be assisted by such legislation. 

Accordingly, recognizing that some deserving small business con- 

cerns might best be aided by indirect assistance through the medium 

of a loan to an intermediary loca development corporation, usually 
for the construction of a building which is leased to the small busi- 
ness, we consider saelinasione for loans to such corporations where 
the corporation submits a firm plan—that is, one already in exist- 
ence—satisfactory to the Small Business Administration, establish- 
ing that the proceeds of the loan will assist a small business concern 
which is otherwise eligible under the Small Business Act and our loan 
policy statement. 

In keeping with this policy, the Small Business Administration 
will not authorize a loan to a development corporation for the con- 
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struction of facilities with which there is not a firm plan, and where 
there is no lessee, and which in the future would be merely held out 
as an inducement for business concerns, whether existing or to be 
formed, to be located in the community in which the corporation is 
interested. 

Senator Ciark. How many such loans have you actually made to 
or through local development corporations ¢ 

Mr. Barnes. We have made 16 such loans to local development cor- 
porations, in all of which there were the terms of agreement be- 
tween the local corporation and a business concern already in exist- 
ence and already firmed up before they applied to us. None of the 
funds loaned provided moving costs for any, and in practically every 
instance what was involved was the construction of a local building 
to house this business. 

I submit for the record a list of these loans. 

Senator Crank. May I see them for a minute? 

Mr. Barnes. Before we made those loans to the local corporations, 
in every instance except one, I think, the local corporation was able 
to have a local bank, or sometimes 2 or 3 banks, participate with the 
Small Business Administration in the loan. 

Senator Crark. The memorandum referred to by Mr. Barnes will 
be printed in the record at this point in his testimony. 

(The document referred to follows:) 














SMALL BUSINESS ADMINISTRATION 


Business loans approved to local development corporations cumulative through 
May 31, 1957 


l ™ 
Name and location Type ofloanand SBA | Date | Total amount 
percentage of participation approved approved 




























| 


Alabama: | 











Dadeville Industries, Inc., Dadeville | 75 percent participation._.| May 25,1955 | $30, 000 
Do eae ...| Aug. 10, 1956 | 42, 750 
Conecuh Development Corp., Evergreen--.| 60 percent participation | Jan. 27,1955 45, 000 
Arkansas: | . 
DeQueen Development Corp., DeQueen___| 90 percent participation | May 28, 1954 166, 667 
Georgia: | 
Bacon County Industrial Development | 75 percent participation...| May 3, 1957 | 40, 000 
Association, Inc., Alma. 
Kentucky: | 
Committee for Metcalfe County, Inc., | 90 percent participation...| Apr. 23, 1957 75, 000 
Edmonton, | 
Minnesota: | 
Alexandria Developers, Inc., Alexandria Direct Tuly 19,1956 | 35. 090 
Pine City Development Corp., Pine City__} 90 percent participation .OV , 1953 | 115, 000 
Nebraska | 
David City Co., David City---- | 75 percent participation...| Apr. 22, 1957 50, 000 
Pennsylvania: 
Altoona Enterprises, Inc., Altoona 87.5 percent participation_.| Nov. 23, 1955 120, 000 
Do 28 percent participation Apr. 22, 1957 250, 060 
South Carolina 
Wagener Holding Corp., Wagener 79.4 pereent participation.| Sept. 17, 1956 85, 000 
Tennessee: | 
Macon Indus trial Corp., LaFayette 90 percent participation Tuly 20, 1956 175, 000 
LaFollette Developmen ¢ Corp., *LaFoliette | 80 perce! it partic -ipation May 21, 1956 100, 600 
Virginia | 
Little Cedar Building Corp., Lebanon 53.3 percent participatior Aug. 23, 195¢ 75, 000 










Total approved, 15 loans for | 1, 304, 417 








' Canceled in full subsequent to approval 
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Recapitulation by States 


Number of Total 

loans amount 
Alabama 3 $117, 750 
Arkansas 1 166, 667 
Georgia 1 40, 000 
Kentucky 1 75, 000 
Minnesota 2 50, 000 
Nebraska l 50, 000 
Pennsylvania 2 370, 000 
South Carolina l 85, 000 
Tennessee 2 275, 000 
Virginia l 75, 000 
Total 15 1, 304,47 


Source: Office of Controller, Budget and Reports Division, June 11, 1957 


Senator Crark. Mr. Barnes, I note for the record that the total 
appears to be 15 loans. I think you said 16. 

Mr. Barnes. Yes, sir. We approved one the day before yesterday, 

Senator Ciark. Just to get that on the record, how much was that 
one for? 

While that information is being obtained, the total of the 15 loans 
is $1.304.417. The earliest loan was made in 1953 and the latest one, 
as Mr. Barnes has just told us, was made only yesterday. 

Mr. BARNES. There was one loan of $60,000. whie hom: LV appear on 
the list, to the Branchville Industries in South Carolina. 

Senator CiarK. No. That is not on the list. 

Mr. Barnes, can you give us a general statement as to the term of 
these loans within the maximum and minimum ? 

Mr. Barnes. The term of each of those loans, according to my 
recollection, is between 5 and 10 years, with the average term being 
toward the upper limits—nearer 10 years. 


Senator Crark. Are they balloon-type loans, or do they call for 


equal amortization payments 7 

Mr. Barnes. I think not more than 1 or 2 have a balloon-type pay- 
ment on the end. You see, by having these general rules that the 
community must have a firm project in mind; that we will not pay 
moving costs: and that in general it must comply with our law and 
our loan policy v, these loc al groups have obtained the help of banks 
in the financing, and all except one or two, I think, have bank par- 
ticipation. 

Senator Cxiark. I notice your statement does not give the interest 
rate. Can you give us any maximum or minimum limitation there! 

Mr. Barnes. All of those loans are between 5 and 6 percent. 

Senator CLark. Do you want to say anything more about the State 
development companies ? 

Mr. Barnes. Yes, sir. I have here other schedules, if you do not 
have them already, showing a schedule of the number of loans ap- 
proved and disbursed by State development companies to date, cumu- 
lative through December 31, 1956. 

Senator CLarK. Do you have a copy of that statement before you! 

Mr. Barnes. No, sir 
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Senator CLarK. The memorandum entitled “Leans of New E ngland 
Development Corporations and New York Business Development 
Corporation”—participated in by the Small Business Administration ? 

Mr. Barnes. No. Those are direct loans made by the State develop- 
ment corporations to business within their States. That schedule does 
not contain the activity of North Carolina. We have just received 
information the State Development Credit Corporation of North 
Carolina has loaned about $2.500.000 in funds. I do not know how 
many loans that represents, but they would be added to the schedule 
that has been submitted. 

Senator CLrark. The memorandum furnished by Mr. Barnes will be 
filed with the record, since it has no reference to loans actually made 
by the Small Business Administration, and I do not see any real point 
in putting it in the record, unless you would like to have it in. 

Go ahead, Mr. Barnes. 

Mr. Barnes. This schedule may be in the same category. It is for 
the information of the committee, and gives the number of loans the 
Small Business Administration has made in the same States. or the 
States where the corporations are authorized. 

Senator CLarK. I think it would be useful, after all. to have these 
two memorandums placed in the record, the first of which shows the 
loans made by 6 of the State development credit corporations, in none 
of which the Small Business Administration participated, and the 
second of which shows the loans made by the Small Business Admin- 
istration in those 6 States and a number of other States. 

Mr. Barnes. Where development corporations have been authorized. 

Senator CLark. Where development corporations have been author- 
ized. ‘Those schedules will appear in the record at this point in Mr. 
Jarnes’ testimony. 

(The documents referred to follow :) 


Loans of New Eugland development corporations and New York Business 
Development Corp., cumulative through Dee, 81, 1957 


Corporation 


Amount Number Amount 


Development Credit Corporation of Mains i7 | $1, 689, 799 5 $1, 429, 000 
New Hampshire Business Development Corp 1, 055, 300 / 176, 000 
Massachusetts Business Development Corp ; 11, 207, 000 , 3, 500, 000 
Rhode Island 5 , UGS, 750 ’ , 043, 000 
The Connecticut Development Credit Corp : , 270, 900 ; 70, 000 
New York Business Development Corp , 478, 000 3, 000 


Total * 53 | 17, 769, 749 2 1, 529, 000 
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Business loans approved in States where State development credit corporations 
are active or about to become active, cumulative through May 81, 1957 








| a 

Number of | Total amount 
loans Lod approved 

States with active dev —— credit corporations: rep | 
Connecticut __ ERs ila ; ‘ Giciia doudeccdvasesl 68 | $3, 642, 713 
Maine____. iiidhtcnankbonsach ‘ Seats : ws 41 | 2, 083, 700 
Massachusetts.._________-.____- cee bbibandeaeia 175 | 7, 269, 098 
New Hampshire............- eal iia et irate a as panini 22 | 942, 500 
tl az ereahcccteatak’ = eae 165 | 9, 849, 350 
North Carolina.. ease oi cia emo caine 95 | 4, 534, 250 
pemoGe Ieiend. .... ....6......: aaa a - Gal 28 | A 038, 216 
0 ES a a Se when ‘ ‘ 594 | 29, 359, 827 

States where coegment « credit corporations have been authorized: | 
Arkansas i fe Rae aee scone 224 | 8, 063, 064 
Georgia ead dan cde adenine és Sp ptt tek eae ; Lt wwekett 275 12, 453, 300 
NR etic debsie cenit cane mde - ake senksmesiers -| 182 11, 309, 400 
South Dakota_-__- : ac ; : | 48 | 1, 794, 100 
MI ir og te i Ea 4 aye ideals + 33 | 1, 693, 425 
Wisconsin_. Se ies Sea = ee 200 | 9, 775, 059 
Total ee A ta RS haat ceteeael 962 45, 088, 348 


Mr. Barnes. In summary, on my testimony about the development 
corporations, generally, the Small Business Administration 

Senator CiarKk. Excuse me, Mr. Barnes. I am sorry to interrupt 
you, but my understanding is you have made only one loan to a State 
development corporation. Is that correct? 

Mr. Barnes. That is correct. We have had only one application. 

Senator CuarK. Did you tell us what State that was from? 

Mr. Barnes. I beg your pardon. We have made only one loan in 
participation with a State development credit corporation. We will 
not loan to a State development credit corporation since they are a 
financial institution, but we will participate with them ina loan. We 
had one application, which was from the State Development Credit 
Corporation of Connecticut, and we approved that loan. 

Senator CrarK. But many of the loans which you made in the same 
States resulted from referral to you by the State development credit 
corporation of the particular applicant? 

Mr. Barnes. Yes, sir. And in turn we have made referrals in each 
of the States. 

Senator CiarK. Now, go ahead and summarize. 

Mr. Barnes. In summary, the Small Business Administration will 
participate with statewide credit development corporations in loans 
made by them which meet the Small Business Administration criteria 
and come under the law under which we operate. We will not make a 
loan to a statewide development corporation for the purpose of en- 
abling it to relend funds. 

As to local development corporations, we will make loans to local 
development corporations in connection with a specific project for the 
construction of a building or facility, or something of that order; but 
not for the purpose of relending their funds. 

Thus, in connection with S. 2185, which proposes to lend funds to 
local corporations, and perhaps State corporations, as well, I would rec- 
ommend opposing that bill because it provides funds for relending 
purposes. I believe that under the present law, there is sufticient au- 
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thorization to work with both the State corporations and local 
corporations. 

Senator Ciark. Off the record for a minute. 

(Discussion off the record.) 

Senator Ciark. Senator Sparkman, do you have any questions on 
this phase of the State development corporations? 

Senator SparKMaN. I have no questions on this phase. 

Senator Ciark. Senator Bush ? 

Senator Busu. Are you familiar with a proposition that was placed 
before this committee a week or so ago by Mr. Thomas, of Arkansas? 

Mr. Barnes. Generally. Yes, sir. 

Senator Busn. Have you commented on that? 

Mr. Barnes. No, sir. 

Senator Busu. Had you intended to? 

Mr. Barnes. If asked. 

Senator CiarKk. I was going to ask him that. 

Senator Busi. I will defer ¢ questioning on that, then, if you are go- 
ing to go into it. 

Senator Beau. Is it the policy of the Commission that you do not 

make loans to newspapers, theaters, and liquor dealers ? 

Mr. Barnes. We do not under the present policy. No, sir. 

Senator Brau. Is there any reason why you may change that 
policy 

Mr. Barnes. We have reconsidered the policy in other instances. 
In those particular cases there is, of course, a definite reason that was 
considered by the Loan Policy Board in connection with each of those 
types of borrowers. Generally we have felt, as the Reconstruction 
Finance Corporation felt before us, that is, the Loan Policy Board 
has felt that loans should not be made to radio stations, television sta- 
tions, newspapers, magazines. They are purveyors of opinion. We 
have taken that position for the reason that it might in some way 
interfere with freedom of the press. This policy has prevailed 
throughout the period of the Reconstruction Finance Corporation 
and throughout our own experience. It has been deviated from only 
slightly in the case of a corporation owning a building in which they 
operate, let us say, or if it is a new structure and the corporation does 
not directly affect the editorial policy of the publication. We might 
consider a loan under those circumstances. 

Now, in the case of liquor dealers, the policy is a general one not to 
make loans where a substantial portion of the revenue is derived from 
the manufacture or sale of alcoholic beverages. What is or is not 
in the public interest or not, is sometimes difficult to ascertain. 

In this case we were guided largely by the debate which took place 
at the time the bill was considered in the Senate. There is ample 
room for disagreement as to whether or not this is the correct policy, 
but it is the feeling of this Board, based on the legislative debate, that 
this Board was intended to see to it that loans were generally made 
only to businesses in which the public had an interest. 

We have not felt that that interest extended to the manufacture 
and sale of alcoholic beverages. 

However, once again, in the case of a cafe, or something of that 
nature, when the major portion of the revenue is not derived from 
that source, we have approved the loan. 
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Senator Brauy. Of course, it is a legitimate business. 

Mr. Barnes. Yes, sir. 

Senator Beauti. Dealers in alcoholic beverages are legitimate just 
the same as any other business, and I was just wondering about it. 

Mr. Barnes. Gambling is legitimate in Nevada; and yet during the 
examination of the loans of the Reconstruction Finance C orporation 
under a prior Congress, the loans made in Nevada where there was 
gambling equipment on the premises, were quite severely criticized, 
although the law was not broken and perhaps the loan may have been 
more sound by reason of having gambling present in that particular 
area. So what is or is not in the public interest is a matter that has 
to be determined, and this authority has been delegated to the Board, 
and we have acted as best we can, according to our lights. 

Senator Crark. Mr. Barnes, I take it you have no similar policy 
with respect to tobacco companies ¢ 

Mr. Barnes. No, sir. 

Senator Bratt. You have no policy on our horseracing in Mary- 
land, do you? That is legitimate in Maryland. 

Mr. Barnes. No, sir. 

Senator Crark. Mr. Barnes, we have had a great deal of testimony 
from a number of officers of State development corporations. They 
have not been entirely in accord as to their attitude toward the Small 
Business Administration or their recommendations for any amend- 
ments to the Small Business Act, and 1 would like, if I might, to get 
your comments on three of these State development corporations’ 
testimony, which to me at least seemed to be more or less typical. 

First I would like to take Maine. The president of the Maine State 
Development Corporation, Mr. Maxwell, who was also representing 
the American Bankers Association, in general testified that the Ameri- 
can Bankers Association and he would recommend that the Small 
Business Administration be terminated as an agency which was 
competing with private banking and commercial banking, and was 
unnecessary, and from the point of view of the American Bankers 
Association should be dispensed with. 

[ noticed that the Small Business Administration has made 
loans in Maine, totaling $2,083,700, while the Maine Development 
Credit Corporation has made 50 loans totaling $1,429,000. 

When Mr. Maxwell was before us, we asked him whether he felt 
the Maine Development Corporation would be able to handle any of 
the problems of surplus labor which might arise in Maine, and we 
called to his attention that a number of loans had been made by the 
Small Business Administration in the Biddeford-Sanford area, which 
was the area from which Mr. Maxwell came. He was unshaken in 
his view that nonetheless the Small Business Administration should 
be terminated. 

I would like to have your comments on his point of view, and with 
any relevant statements you would like to make with respect to the 
situation in Maine. 

Mr. Barnes. The State development credit corporations in most 
States, according to my observation, which I hope has been objective, 
has usually had some difficulty in getting organized and functioning 
to maximum capacity. It has to ‘sell stock, and to go through the 





st 


a 
AS 
d, 
1) 
ur 


in 
ld 


th 
1e 


CREDIT NEEDS OF SMALL BUSINESS 323 


legislative halls of its own State to get a law passed. ‘Then it actually 

has to raise its funds and sign up the various financial institutions 

that are going to cooperate w ith it. This usu: ally takes about 3 years. 

Some States have done it in less time than that, but genet rally speak- 
ing, this is not done in a few weeks. 

Then, as in the case of most other financial institutions, after it is 
organized and operating there is a period when it does not reach its 
maximum capacity. During this period I think the Small Business 

Administration is helpful to local industries that fall clearly within 
the Small Business Administration’s function, and which perhaps 
the development credit corporation can later service. 

Senator CLrark. Would you go so far as to say that once a State 
development corporation gets underway—and, as you know, Maine is 
the oldest one—there is no further need for the Small Business Ad- 
ministration in that area ? 

Mr. Barnes. I would not say that there is no further need unless 
the corporation, as it is organized, is large enough and sufficiently 
financed to meet the needs of the local area. I do not have any exact 
information on the present status of the Maine corporation, but it has 
been my understanding that they have been very active, and they have 
largely committed the funds which are available to them at the present 
time. 

Senator Crark. Let me interrupt you there to say that Mr. Max- 
well’s view is that while that is the fact, that there is no real need for 
the making of further loans in Maine at the moment. I would like 
to get your thinking as to whether you consider the Small Business 
Administration’s activities in Maine are still rendering a useful public 
service. 

Mr. Barnes. Well, yes, sir, 1 do. I think there have been times when 
we have made some kinds of loans which were of great benefit where 
the development credit corporation could not or would not under its 
policy make the loan. I could give you a specific instance, if you care 
to have one. 

Senator CLiark. I would be happy if you would. 

Mr. Barnes. We had an application from Maine from 19 small 
starch companies which had a serious problem in financing their raw 
materials, which were potatoes. We heard so much about potatoes a 
few years ago, and Maine is so heavily involved with potatoes, and the 
problem in connection with potatoes is that they must be harvested and 
then placed in storage before frost. 

These starch companies in order to get enough potatoes to operate, 
of course, had to — Their local banks were working with them. 
A bank there had gone to the extent of its capacity and ability in 
financing them, bet even so, they were able to operate only about 3 
months out of the year. As a business matter, if they could operate 
on a year-round basis, they could make contracts right in New England 
with paper-sizing companies and textile companies for the sizing of 
cloth, which would use up their output, and also enable them to use 
a considerably larger supply of potatoes. 

They had organized this company to which each one subscribed 
stock and was willing to guarantee proportionately a part of that loan 
that it made. They had sought the loan from the local bank, which 
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had agreed to take part of the loan, and the local bank had attempted 
to find other banks to participate with it, but it was unable to do so, 

Under our pool loan authority, this was approved as a pool and we 
approved a loan of $700,000 to this corporation. This served the pur- 
poses for which it was intended very well. 

In the first place, they were able to make their year-round contracts 
for the delivery of starch, and the next year their production increased 
from 20,000 tons of starch to 50,000 to 60,000 tons of starch. In terms 
of potatoes there were so many tons of potatoes used that I hate to 
quote it, but it was 4 tons of potatoes for every ton of starch. 

Senator CLark. When was the loan made? 

Mr. Barnes. About 18 months ago. 

Senator Crark. Is it working out satisfactor ily ? 

Mr. Barnes. After the loan was made, it so improved their credit 
situation and their ability to buy potatoes that they never drew down 
more than $70,000 of the $700,000 authorized. The economics of the 
Joan were such that the Small Business Administration and the Gov- 
ernment funds would have been revolved out in a year or 2 years. 

The last activity in connection with the loan was th: at it was re- 
newed for another year, and the loan is still operating, and still operat- 

ing satisfactorily. 

‘Senator a sH. Have they paid down any money on it? 

Mr. Barnes. It is the type where the funds come completely out as 
they use up the potato crop and sell their starch. So we have merely 
renewed it for another year so that they could refinance their crop 
this next year. 

Senator CuarkK. In other words, they are out of the banks at the 
end of the season ? 

Mr. Barnes, Yes, sir. 

Senator Ciark. And then go back in in the new season. 

Go ahead. 

Mr. Barnes. This is to me a very beneficial loan for a wide area in 
upper Maine. The banks in the area are working with us, and I feel 
perhaps next year the Small Business Administration will not be 
involved at all. 

Senator Busxu. To what extent did you have bank participation in 
this loan ¢ 

Mr. Barnzs. I think they took 10 percent. 

Senator BusH. What bank was that? 

Mr. Barnes. It was a bank in northern Maine. 

Senator CiarK. Mr. Barnes, Mr. Maxwell raised an eyebrow, let 
us say, at the loans you have made i in the Biddeford-Sanford area, 
and I wonder if you could summarize for the committee your experi- 
ence with those loans and your prognosis? You will recall that was 
where .the textile industry had abandoned the area, leaving large 
unemployment, and the Small Business Administration came in. 

Mr. Barnes. Yes, sir. I have a list which I will submit of the 
loans made in that area—their size, their amount, the bank partici- 
pation, : and their current status. All of them are current, 

Senator CrarK. The statement referred to by Mr. Barnes will be 
printed in the record at this point. 
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(The document referred to follows :) 


Business loans, Sanford and Biddeford, Maine 


Loan number | Borrower Amount Date Bank participation! Status 
approved 


L-100,820-BO8 | Presse senees, Inc., San- $50,000 | May 12,1955 | Sanford Trust Co.'!| Current, 
ford, Maine. | 
L-101,503-BOS | Clifford R. Alley, Biddeford | 500 | Mar. 23,1956 | Direct...._- x Do. 
| Pool, Maine. | 
1-101,494-BOS | Russell K. Alley, Biddeford 500 | Mar. 23, 1956 subbak i 54258 Do. 
Pool, Maine. | 
L-101,473-BOS | Colonial Aircraft Corp., San- 
| ford, Maine. 
L-101,701-BOS | Colonial Aircraft Corp., San- | 40,000 | Aug.” 27, 1956 do ?__ | Do. 
ford, Maine. | | 
L-101,579-BOS | Sanford, Flush Door Manu- | 35,000 | June 11, 1956 do !. | Do. 
facturing Corp., Sanford, | 
Maine. 


60,000 | May 21,1956 | Sanford Trust Co.? Do. 








Total. . 86, 000 | 


110 percent, deferred. 
220 percent. immediate. 


Senator Ciark. In other words, you had no losses on those loans? 

Mr. Barnes. No, sir. They are all being paid currently. 

Senator CLark. And you do not anticipate any losses so far as you 
can see at this time ? 

Mr. Barnes. No, sir. 

Senator CLark. I think we may have you on record, but if you do 
not mind, let us be sure about it. On thinking it over, I do not think 
we have you on record with respect to the rec -ommendation of the 
American Bankers Association that the Small Business Administra- 
tion be terminated. 

Mr. Barnes. Yes, sir. 

Senator CLrarKk. Would you oppose or support that recommenda- 
tion ? 

Mr. Barnes. I would oppose it. I believe there is a real place for 
the type of financing the Small Business Administration does. 

Senator Bus. Could I interrupt at that point? 

Senator Crark. Yes, sir. 

Senator Busn. You speak of the type of financing that the Small 
Business Administration does. Can you tell the committee what per- 
centage of that financing pertains to Government contracts and to as- 
sisting small business organizations in financing contracts with the 
United States Government ? 

Mr. Barnes. There is a reference to that in our last semiannual re- 
port, and perhaps I can supply it for the record, but that was not alone 
what I meant. I meant in many instances we supply small businesses 
with credit for longer terms than it is possible for some of the banks in 
the smaller communities to do. We have tried to work closely with the 
banks and never compete with banks. We have made that statement 
in all of our literature, and I have personally said that in almost every 
speech I have made. 

The fact that many small banks do find this a way to assist them in 
serving their customers is shown, I believe, by the fact that some 75 
ercent of our loans, I believe, have bank participation in which the 
Eanks take a share and usually service the loan. I think there is an ele- 
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ment which has not been mentioned in connection with our relations 
with banks. That is that on any of the direct loans, or any of our 
bank participation loans, we have had a policy since I have been aa 
ministrator that has been repeatedly announced, and which has a bea 
ing on whether or not we compete with the banks. That is, that we 
are willing at any time to sell to a bank any loan we may have on our 
books. 

We at regular intervals offer these loans to the banks, and, of course, 
they would have to be taken over at the same terms. In many cases the 
banks in the participation loans will do this voluntarily. In the case 
of the direct loans they receive the lists of them and we have sold or 
refinanced some 65 loans in an amount of $3,448,500 to banks. 

If this policy were not in existence I believe that we would be sub- 
ject to criticism that we were competing with the banks; but as long as 
the banks may take over any loan on our books I do not believe that 
we will actually be in competition with the banks. 

Senator Busu. Would vou say that most of your loans were disaster 
loans, or were most of them not connected with any disaster? 

Mr. Barnes. Well, we have about 6,000 disaster loans, and about 
6,000 business loans. 

Senator Busu. So in number they are about equal / 

Mr. Barnes. In number they are about equal. In dollar amount 
the business loans are far larger, 214% times larger than the disaster 
loans. 

Senator Ciark. The second State development corporation situa- 
tion I would like to get your brief comment on is that of North Caro- 
lina. The testimony before this committee indicates your relation- 
ship with that State development corporation is friendly and mu- 
tually helpful. It was the view of the North Carolina people that 
there was a need for the Small Business Administration in North 
Carolina, and that the two activities could work hand in hand ina 
satisfactory manner. 

I wonder if that testimony is in accord with your own view 4 

Mr. Barnes. It is. Yes, sir. It is my opinion that a State de- 
velopment corporation can participate with the Small Business Ad- 
ministration in loans, and thus enlarge its activity to the point where 
such participations are not needed, or, until it has ample funds of 
its own. Furthermore, there are some activities they would nor- 
mally want to go into which would not come under the Small Busi- 
ness Administration’s law or policy. 

Senator Ciark. The third situation is the one Senator Bush re- 
ferred to a minute ago, which is that in Arkansas. Mr. Thomas and 
two of his colleagues recommended to this committee that the lend- 
ing authority of the Small Business Administration, as I understand 
it, should be expanded so as to make it possible for the Small Busi- 
ness Administration to make matching loans to State development 
corporations to enable them to raise money either from their States 
or from private industry within the State, and thus expand the credit 
which would be available to the State development corporation for 
the making of loans. 

The point was raised with respect to Arkansas that it was a rela- 
tively poor State from the point of view of credit; that they had ob- 
tained authorizaion from the State legislature and the Governor to 
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issue $5 million of State of Arkansas bonds to help their develop- 
ment corporation; and the recommendation was that the Small Busi- 
ness Administration be authorized to make a matching loan, the end 
result of which would be with the capital they would raise privately 
there would be $1 million equity capital and $10 million of loan eapi- 
tal available, of which half would come from the State and half from 
the Small Business Administartion. 

I would like to have your comments on that testimony. 

Mr. Barnes. As you may know, Senator Clark, my home was in 
Oklahoma before I came to Washington, and I am fairly well aware 
of what has been done in Arkansas. As a matter of fact, we in Okla- 
homa and in a number of other States are very jealous of the excel- 
lent job which has been done in Arkansas in developing their own 
industry and bringing industry in there, and generally in preparing 
their State for increased industrial activity. 

There was a period there when they developed some 1,200 or 1,300 
new industries, and they led the country in this activity. I think they 
are certainly now in the first 2 or 3 States and they are doing a very 
good job. 

However, it is my opinion personally that this proposal is not as 
sound as the route that is presently open to development companies 
of participating with the Small Business Administration in local 
loans. 

I say this for two reasons: First, as a business reason. Under his 
proposal not more than possibly a third of any particular loan would 
ever be available to them from funds obtained in the manner that he 
suggested, because the Federal Government would merely be match- 
ing. 

Under the participation route it is possible to have a larger partici- 
pation taken by the Federal Government, so that the funds could be 
expanded larger with a particular type of case. So, as a business 
reason, if I had: anything to do with a State development corpora- 
tion I would not prefer that route. 

Senator Cirark. I do not think he was excluding that as an alter- 
nate method of getting capital, but wanted this as an additional 
method. 

Mr. Barnes. My understanding is, his point was that the Small 
Business Administration should retire completely from the field of 
lending to small companies, and all financing should be provided in 
this route. I think that was exactly what was stated. You may 
have— , 

Senator Crark. That was not my understanding, but you may be 
correct. We will check his testimony, to be sure. 

Mr. Barnes. If that were true, further, I do not think most State 
development corporations are geared to make the type of loans made 
by the Small Business Administration sometimes to the very small 
companies—the very small seven-, eight- and twenty-thousand-dollar 
loans which we make to retailers. 

Senator Busu. My recollection is that this proposition was new 
and that it was not meant that the Small Business Administration 
should be excluded from making direct loans under its existing 
authority. 

Senator Crark. That was my understanding also. 
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Senator Busu. To any borrower. We could not very well take 
away that authority from the Small Business Administration unless 
we took it away in all States. You see what I mean. I think what 
Mr. Thomas had in mind was to assist in this development work. It 
would facilitate it if the local interests as evidenced by the local devel- 
opment company or the State development company were better organ- 
ized financially to do a bigger job. That might have the effect of mak- 
ing less direct lending in the area, but I do not think he meant to 
abolish that practice, especially in connection with Government con- 
tracts and that sort of thing. 

Mr. Barnes. I said my second reason would be on a matter of 
principle involved. This I feel is much the strongest reason because 
we are not encouraging development corporations to obtain funds 
through participation if they have ample funds, as many of them do. 

Senator Busu. Yes. 

Mr. Barnes. So as a second reason, as a matter of principle I think 
the Congress should be very reluctant to authorize a type of financing 
where Federal funds would in effect be supplied to a State entity for 
a reloaning under the complete authority and decision of the State 
entity in this particular field. 

What could result as a matter of principle is this: Most of the 
funds would be derived from the States which pay the most in taxes, 
and would be used then by States to build up their industries, and 
to build facilities to invite and entice businesses to move in there out 
of the States which had supplied the Federal financing, and creating 
labor surplus problems and other problems. 

In other words, my feeling is that Federal money should not be used 
to support industries which are on the lookout for subsidies rather 
than real business advantages from the places where they locate. 
This is something that I think is inherent in his proposal that the 
funds be supplied to a State entity without any strings. Under other 
circumstances I do not think the proposal would be made. 

I believe as a matter of principle, for the reasons that I have men- 
tioned, it should be undertaken only after very serious study by Con- 
gress, and I could not recommend it myself. 

Senator Busu. May I ask, to see if I understand that. what you 
mean is while you do not question the right of a State to have its own 
development corporation and promote its own interests in any way 
it thinks best and legal, still, you think it would be of doubtful 
propriety for the Federal Government to join with that State in an 
effort to attract industry to it from other States. 

Mr. Barnes. That is right. Yes, sir. 

Senator Bus. Upon which States the Government is dependent 
for its tax revenues and so forth. 

Mr. Barnes. Yes, sir. 

Senator Busi. That is the basis of your reservation on that point 
2) 

Mr. Barnes. Yes, sit 

Senator Busn. Thank you. 

Senator Crark. Senator Sparkman, do you have any other ques- 
tions on this phase of it? 

Senator SparKMAN. On the development corporations? 

Senator CharKk. Yes. 
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ke Senator Sparkman. I have no questions. I have a good many ques- 
OSs tions on other phases. 

at Senator Ciark. I would very much appreciate it if you could act as 
It chairman for a brief moment. I have to go to a District of Columbia 
el- Committee meeting. 

in- Senator Sparkman. I wonder if you can stay here for just 1 min- 
uk. ute while I develop one thing very briefly with Mr. Barnes. It has to 
to do with the Advisory Board—the Loan Policy Board I believe it is 
on- called now. 

Mr. Barnes. Yes, sir. 
of Senator SparkMAN. You commented on that, but of course under 
ise the bill I introduced, and also under a bill Senator Thye introduced, 
ds we proposed doing away with that, and instead setting up an Ad- 
lo. visory Board. The House bill, I believe, provides for ‘that, does it 

not? 
nk Mr. Barnes. Yes, sit 
ng Senator Sparkman. We had some testimony here a couple of days 
for ago, and the reason why I asked Senator Clark to remain is because 
ate he was not here. That is the day you had to be away, Mr. Chairman. 

Who is the representative who sits on that Board from the De- 
the partment of Commerce ¢ 
es, Mr. Barnes. Mr. Frederick Mueller, Assistant Secretary of Com- 
nd merce, 
ut Senator SparKMAN. Have you read his testimony before the House 
ng committee / 

Mr. Barnes. Yes, sir. 
ed Senator SparKMAN. One thing that rather impressed me and made 
er me much stronger for the abolition of tle so-called Loan Policy Board 
te. was the testimony which Mr. Mueller gave in which he virtually said 
‘he that he was not in favor of the Small Business Administration as an 
ee independent agency. I will not say he virtually said it. He just said 

it. Furthermore, he rather ridiculed the idea of reference to small 
ane business and would refer to it only as so-called small business. He 
es woul speak of the so-called problems of so-called small business. 
It just seems to me that the line of testimony—and let me say I 
read commend him for his frankness because he first gave the official line 
-_ and then he said, “I want to speak now my own personal views.” 
aoe When I realized that he was the man who sat on that Board repre- 
ful senting the Departme nt of C ommerce, 1 it seemed to me that the Small 
an Business Administration was in some danger, because here was one 
of the men at the very top of it who said very frankly he did not be- 
lieve in it. 

ant I wonder if you would comment on that. No. I will not ask you 
to comment on it because it really does not call for comment. 

Mr. Barnes. I would like to, though, because I work closely with 
sit Mr. Mueller and know him very well, and I know his background, 

and I appreciate his fr ankness. That is one thing that has been 
pleasant in working with Mr. Mueller, namely, that he has always 
stated his opinions very forcefully and fully, but he is flexible enough 
vada so that he is able to be guided by the facts as they are ultimately 


developed. 
Mr. Mueller was, before coming to Washington, president of the 
Mueller Furniture Co. at Grand Rapids, which makes very fine furni- 
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ture. Since my wife is from Grand Rapids, I have been familiar with 
the Mueller furniture business for a long time. They make quality 
furniture. He was a small-business man, though, and this is a smail 
furniture factory. He knows well the problems in that particular 
industry. As a matter of fact, he has served as president of the 
Furniture Manufacturers Association, so he is very conversant with 
the industry problems. F urthermore, he has been a director in one 
of the leading banks in Grand R: apids, and is very well versed with, 
and is very sympathetic to, the credit problems of small business. 

So, regardless of what his opinion may be about the organizational 
structure in the Government, in every relationship that I have had 
with Mr. Mueller he has been helpful and sympathetic to the needs 
of small business and their credit needs. 

Now, to the extent that he said there were no small business prob- 
lems as such, I would have to disagree with Mr. Mueller because I 
can cite 

Senator SparkMAN. He did not quite say that. He referred to 
it as “so-called problems of so-called small business.” 

Mr. Barnes. I see. 

Senator SparKMAN. Let me say this, Mr. Barnes: I am certainly 
not critical of Mr. Mueller. Furthermore, as I pointed out to Mr. 
Oechsle who was here testifying before us, representing the Depart- 
ment of Commerce, this was not a partisan matter. We used to meet 
the same proposition in Democratic administrations. It simply seems 
to be the attitude of the Department of Commerce that all business and 
any agency pertaining to business ought to be a part of the Department 
of Commerce and not an independent agency. So I am not criticizing 
Mr. Mueller personally at all. He was frank in stating his views. 

However, it just does not seem to me that a person who has that view- 
point can very well help establish the policy for an agency that has to 
do business with the group of businesses that he does not recognize as 
existing. 

Mr. Barnes. I think he would separate in his own mind his per- 
sonal views from his official acts, and he has always been enlightened, 
sympathetic, and helpful in his work on the Policy Board. However, 
since small-business problems have been mentioned I would like to 
cite one in support of my statement that there are some problems 
which large business does not have of the same type. 

This one was called to my attention by a trade association, the Amer- 
ican Retail Federation, which deals chiefly with retail merchants. 
Members of this association and retailers generally across the country 
have complained of the organizing efforts of two unions, the teamsters 
union and the retail clerks. 

Under the organizing methods of the teamsters union a peremp- 
tory demand is made on an employer for unionization of their clerks 
and their teamsters and, if they fail, even without an election, to 
accede to those demands, a picket line is thrown up which other trucks 
refuse to cross. 

I am not saying whether or not this is an unfair labor practice, but 
certainly the owners believe they should have remedies if it is an unfair 
labor practice. The National Labor Relations Board, however, has 
made a self-limitation on its jurisdiction by ruling that it will not con- 
sider cases where the volume is less than $1 million a year. By a 
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curious coincidence $1 million a year is exactly the breaking point 
that we have for small business. 

So that any firm having less than $1 million gross per year is a small 
business under the definition that we hav , adopted and, also, any firm 
having less than $1 million a year has no recourse to the National 
Labor Relations Board. 

Senator SparKMAN. Wait aminute. On any matter? 

Mr. Barnes. On any matter. It is a self-limiting decision. 

Senator SparKMAN. Does that mean that the National Labor Rela- 
tions Board in turn will not have anything to do with a business if it 
creates an unfair labor practice ? 

Mr. Barnes. I am not sure of the converse of that situation, sir, but 
the thing which makes this acute according to this trade association 
is the fact that the Supreme Court recently in the Fairlawn case 
decided that the Taft-Hartley law preempts the field exclusively in 
the case of labor relations where goods are involved in interstate com- 
merce; and almost all of the retail stores handle goods which originate 
in interstate commerce. 

It was therefore held that the State courts had no jurisdiction, so 
that all retailers in the country having less than $1 million gross have 
no recourse either to the State courts or to the Federal National Labor 
Relations Board. 

Senator SpaRKMAN. I would like to follow that one step further. 
I realize we are out of the jurisdiction of this committee but you do 
bring up_a very interesting point. By what authority does the 
National Labor Relations Board exempt itself from businesses involv- 
ing less than $1 million? They do not find that in the Taft-Hartley 
Act. 

Mr. Barnes. It is my understanding it is a self-limitation they 
placed on their own jurisdiction. 

Senator SparKMAN. Just arbitrarily and pulled out of the air? 

Mr. Barnes. Yes, sir. 

Senator SparkKMAN. Which places small business in a no-man’s 
land ¢ 

Mr. Barnes. Yes, sir. 

Senator SparkMAN. I think that is a very good example. Of 
course, there are others we know of. In other words, there is such a 
thing as small business, is there not ? 

Mr. Barnes. There are problems that are particularly identified 
with small business. 

Senator SparkMAN. I certainly agree with you. Have you had 
any talks with the National Labor Relations Board about that? 

Mr. Barnes. No, sir. We just had an interview there with this 
trade association this week and they informed us that legislation had 
been introduced to, in effect, change the ruling of the Supreme Court 
to permit them to have recourse to the State courts, since my under- 
standing generally is that what is involved in the National Labor 
Relations Board is the volume of cases. The volume of cases is the 
reason why they impose that limitation. 

The trade association and their members apparently feel their 
remedy is through legislation to permit them to go to the State courts 
and not to have the field preempted by the Federal legislation. 


onan 
93527—57 22 
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Senator Sparkman. I notice one thing you pointed out as a dis- 
tinction between S. 1762 and S. 1789. It is the fact that in S. 1762 
there was a provision that said in effect that it shall be the duty of 
the Small Business Administration to consult with Government 
agencies in the issuance of orders of policy affecting small business 
and that such agency shall consult with the Administration. 

You say: 

Section 106 (e) of S. 1762 is similar but provides insofar as consultation by 
the Administration with Government agencies is concerned, no direction by the 
President is necessary. The Small Business Administration does not recom- 
mend the change embodied in 8S. 1762 because it tends to reduce the authority 
of the President. 

Do you have to get authorization from the President to consult 
with the National Labor Relations Board? 

Mr. Barnes. No, sir. 

Senator Sparkman. Then what is the meaning of requiring direc- 
tion by the President ? 

Mr. Barnes. The President in any specific matter could direct, and 
I believe it is permissive in the statute as it is presently worded, and 
this would add strength of course to the consultation process. How- 
ever, we feel ourselves free and, in fact have a positive duty upon us 
under the law, to consult with other agencies about matters before 
them or in their jurisdiction which affect small business. In my 
statement I recited a great many types of activities which carried 
out this consultation direction. 

Senator SparkMAN. I agree with you fully. I think you are 
exactly right. Therefore, L do not follow your ~ itement that I have 
just read to you. In my version of the bill I do not require the 
President to direct you before you can talk w ith Government agencies. 
S. 1789 seems to do that and yet you prefer S. 1789 to S. 1762 on that. 
[ just do not follow that. That is on page 20 of your statement. 

Mr. Barnes. My point was that having it refer to the present Presi- 
dent in the particular section does not prevent us from voluntary 
consultation, and in the event of a direction by the President—— 

Senator SparKMAN. But you say “required.” In my bill I say you 
may consult with Government agencies and I do not require direction 
by the President in order to do so. You object to that because you 
say it would reduce the authority of the President. I will have to 
refer to the bill to see just what the provision is but you seem to 
object to it. From the way your statement is written it seems you 
would prefer to be directed by oo President to consult. It may be 
that it is just the wording of it. We will not take the time to look 
that up now. Mr. Barnes, this is it. I have found the section. 

Mr, Barnes. What is the section ? 

Senator Sparkman. It is section 106 (e) in S. 1762. Here is a 
digest that I have of it. The present law provides for consultation 
and cooperation “when directed by the President.” §S. 1789 would 
carry that forward, and S. 1762 simply requires the necessity of the 
direction by the President. Frankly, [ do not think that is too im- 
portant a point but it was just something that rather puzzled me. 

Mr. Barnes. Well, in actual fact our operations, as you describe the 
meaning of your bill, are that we consult without the direction, but we 
would feel if directed by the President we would have to. 





CREDIT NEEDS OF SMALL BUSINESS 333 


Senator Sparkman. I feel that would certainly be true of any inde- 
pendent agency that was set up answerable to the President as this 
agency is. My only reason for objecting to the Loan Policy Board, 
as you know, has been from the beginning that it tended to take away 
from the independence of the agency. I can see the Small Business 
Administration being an agency answerable to the President and that 
the Administrator should have a direct line to the President. When 
I say “a direct line” I mean access and approach to him. 

Mr. Barnes. This Policy Board has been meticulous in limiting 
its function to matters of policy and matters of loan policy, and have 
made all of the matters relating to administration clearly within the 
jurisdiction and responsibility of the Administrator. I personally 
have felt this was a desirable way to operate. 

This, in effect, means that the Policy Board members do serve as 
a board of directors, but something more than that because they can 
coordinate with other agencies and assist in developing facts and 
studies and materials sometimes which perhaps the agencies would 
not be quite as interested in if they did not have some responsibility. 

I do not feel that the advisory method provides quite the same 
thing. We have a splendid group of advisers now. I have followed 
the policy of submitting from time to time to the advisers and the 
consultants matters about which I had not yet formed an opinion but 
felt some change was necessary, and have brought their recommenda- 
tions to the attention of the Policy Board. But I do not feel that 
having people who were not full-time officers of the Government in 
here would be quite as satisfactory a situation since it would not be as 
flexible in calling meetings as it is at present. 

Senator Sparkman. Let me ask you these two questions for the 
record. 

Mr. Barnes. Yes, sir. 

Senator SparkMAN. Let me see if I summarize this correctly. The 
present arrangement so far as the Loan Policy Board is concerned 
Is satisfactory to you and] 1as been helpful to you ? 

Mr. Barnes. Yes, sir. 

Senator Sparkman. And, secondly, it is your feeling—and I gather 
this from your testimony here—that this Board does not or has not 
in any way lessened the independence of the agency ? 

Mr. Barnes. I do not feel that it has. The Board has been willing 
to operate as a policy board. It has usually acted when I have 
brought matters before it and made recommendations, and I cannot 
think of any decision they have made that has not served to liberalize 
or broaden the functions of the agency somewhat. 

Senator SparKMAN. We may have to leave here soon so I would like 
to ask these questions. The Senate is already in session and has been 
since 9:30 a.m. 

You mention the changes in lending authority and I have here the 
figures on the existing law, S. 1762 and S. 1789 and the House bill. 

The present authority is $455 million. The administration bill, 
S. 1789, recommends that total be raised to $600 million. 

Mr. Barnes. Yes, sir. 

Senator Sparkman. The House bill, which has been reported out, 
is $650 million, and my bill as introduced is $850 million. I notice 
as far as business loans are concerned my bill and the House bill are 
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the same, and the administration bill is $50 million lower, that is, $500 
million as against $450 million. I notice on disaster loans while 
I propose $250 million the administration and House bill propose 
$125 million each. 

Do you believe $125 million, from your experience, is sufficient ? 

Mr. Barnes. Yes, sir. 

Senator SparKMAN. It seems to me there ought not to be any great 
argument on that. 

Now on the prime contracts the present law is $100 million. Under 
my bill I simply propose to continue the present law. You recom- 
mend $25 million only, and the House bill proposed $25 million. Has 
any of that money been used ? 

Mr. Barnes. No, sir. 

Senator Sparkman. None at all? 

Mr. B: ARNES. No, sir. 

Senator Sparkman. You do not think it has been necessary in order 
to carry it along? 

Mr. Barnes. No, sir. 

Senator SparkMAN. You do not anticipate it will be in any sizable 
amount ¢ 

Mr. Barnes. In the event of an emergency of some sort I cannot say 
that it would not be used. 

Senator SparKMAN. In other words, where we had to hurry up or 
push production ? 

Mr. Barnes. That is right. But there would be ample time in my 
opinion for Congress to act if there were any need, and that is why 
we recommended the reduction. 

Senator SparKMAN. Now let me ask you another question. I know 
Senator Capehart will be interested in this. 

Mr. Barnes. While we are still talking about the House bill there 
is one point I would like to make very strongly, particularly on the 
interest rate change as contained in the bill reported out by the House 
in which a maximum is fixed at 5 percent. I urge this committee 
consider this very carefully because in my opinion to reduce the 
interest rate we are allowed to charge to 5 percent in a period in which 
there are generally higher interest rates would serve to eliminate the 
participation loan phase of our law. 

1 feel certain that banks would find it so unprofitable to engage 
in participation loans that we would not be able to continue the par- 
ticipation loan system as we have in the past. 

Senator SpARKMAN. But so far as the two principal bills, the omni- 
bus bills pending before our committee are concerned, they both pro- 
vide the same thing, do they not ? 

Mr. Barnes. Yes, sir. 

Sendtor SpARKMAN. And that is what you recommend ? 

Mr, Barnes. Yes, sir. I am just pointing out the House bill puts 
a ceiling of 5 percent on. This, I think, would end the participation 
by many banks who could earn much more than that by keeping their 
funds for their own loans, and this would throw a burden on us in 
servicing direct loans where we are now able to get the banks to 
handle the servic ing; and it would require more Federal employees 
than the other system. I think it is important to keep the banks 
in this program. 
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Senator Sparkman. Let me ask you this: You recommend perma- 
nent status for the agency. 

Mr. Barnes. Yes, sir. 

Senator SparkMAN. Of course, different people have different ideas 
My bill proposes permanent status, and when I say my bill I mean 
the one I introduced. There are a good many cosponsors on it. Most 
of the measures call for permanent status. However, some people 
still believe that perhaps it ought not to be given permanent status. 

I ask you this because it may be helpful as a guide to us in consider- 
ing this question. Suppose the prevailing sentiment of the subecom- 
mittee—and I have no idea what it is—but suppose the prevailing idea 
was against permanent status? Would a 5-year extension be desir- 
able? I am not asking as opposed to permanence. I understood you 
would prefer permanence but my thought is you need a reasonable 
length of time in order to give you proper time for planning and to 
give you flexibility, and so forth and so on. 

Would you think 5 years would be the minimum that it ought to be 
extended ? 

Mr. Barnes. Yes, sir. A principal reason is to give assurance to 
people that are employed that the question is not going to arise soon, 
at least, as to seeking employment elsewhere, I have felt, even if 
permanent status were given to the agency Congress could, at will, 
change that and terminate it as they have many other agencies and 
that this was just an assurance that would mean something to the 
banks with whom we deal and to the people whom we employ. 

Senator SparKMAN. Does it make any difference as to the benefits, 
the pay scales, retirement, job security, and so forth, of your employees, 
other than the desire of every employee to have a permanent job? I 
mean, is there any difference in pay scale, or retirement benefits, or 
anything of that kind? 

Mr. Barnes. No. There is no difference there, but usually when 
an employee changes jobs he has to take a reduction in grade and 
there is a period for him to work back up. "So they prefer an agency 
which does not have a limitation on it. 

Senator SparkMAN. But in the event the extension is less than 
permanence, you would certainly recommend at least 5 years. Is that 
right ? 

Mr. Barnes. Yes, sir. 

Senator SparKMAN. I want to go to another point. Again I am 
not sure ths at this makes a great deal of difference, but in your state- 
ment you point this out: That in my bill, S. 1762, we grant broad 
authority, “to make loans to insure a well-balanced national economy.” 
You raise the question as to whether or not we are getting away from 
small business. 

Of course, I will say there was certainly no intent of anything like 
that because oe whole idea of the bill relates to small business. In 
S. 1789, which you approve, I want to read this. 

Mr. Barnes. What section is that? 

Senator SparKMAN. Page 13, section 207: 

* * * to make loans as may be necessary to insure a well-balanced national 
economy. 

Those are exactly the same words. I will go on to say it is true 
that there are 2 or 3 enumerated items above that, but I do not see that 
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any one of them changes the meaning. In other words, it seems that 
the same type of loan is contemplated in both bills. I said section 


207. It is the amended form of section 207. It is found on page 13 
pag 


of the bill S. 1789. 

S. 1789 spells it out, but it seems to me that the first three are em- 
bodied in the fourth and what I do in my bill is simply take the gen- 
eral statement contained in the fourth. 

Mr. Barnes. Well, Senator, we were chiefly trying to have legisla- 
tive clarification of what you did mean, and what you have said largely 
explains it. 

Senator Sparkman. Of course, the intent of the whole bill is that 
it is for the purpose of providing help to small business. It says that 
this shall be entitled the “Small Business Act of 1953,” and all the way 
through it shows it is intended for small business. Even in the 
enumeration in your bill, that is, in S. 1789, out of the four things 
named, two of them make no reference to small business. 

_ Mr. Barnes. This is a matter of draftsmanship. I think the mean- 
ing and intent are the same. 

Senator Sparkman. I think they are identical. One of them takes 
a little shorter language than the other, and I think that is all. 

Mr. Barnes. Yes, sir. 

Senator SpaRKMAN, Mr. Barnes, aside from the credit angle of this 
thing I wonder if you could tell us a little something about what you 
may be doing, or contemplating, to increase the proportion of Govern- 
ment business that small business might get? Are you familiar with 
the concurrent resolution that was introduced recently by 27 Senators? 

Mr. Barnes. Yes, sir. 

Senator SpaRKMAN. We introduced it as a concurrent resolution 
because we realized that probably it would not be the best thing to do 
to seek legislation. We recognize the practical difficulties. 

Senator Capenart. What would that do? 

Senator SparKMAN. It expresses our feeling that every effort should 
be made by the Defense Department to give to small business some 
25 percent of the dollar volume of business; not as a legal requirement, 
but expressing the wish and belief. 

Mr. Barnes. I do not like to comment very much on resolutions. 

Senator SpARKMAN. I do not ask you to comment on the resolution, 
but comment on what plans you may have to step it up. 

Mr. Barnes. I see. My concept is a little different than is involved 
m a comparison of the percentage of overall business that went to 
small business with the total volume done. 

The percentage figure that we would like to talk about is to try to 
get as near 100 percent, or certainly the highest percentage possible 
of the business that small business is capable of performing on its 
own ard that is identified with small business, and then to encourage 
the successful bidding of smell firms against large firms in the area 
where it is not so clearly identifiable as work that should go to small 
business. 

I have been trying to develop ways and means, and plans to do this, 
and we have several important negotiations underway that I think 
will accomplish some of these ends, but it involves negotiations with 
the Defense Department, and they are not sufficiently advanced to 
discuss at this time. I think that the responsibility of the Small 
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Business Administration should be not to take an overall limitation 
like 25 percent of the total volume of work done, because that changes 
as the type of procurement changes. In a year where the Govern- 
ment is buying small supplies it might be high, and in a year when 
they are buying large items it might Se lower. 

In other words, [ think our emphasis has to be always in the Small 
Business Administration on having small business obtain as much 
business 

Senator SpaRKMAN. As it is capable of doing. 

Mr. Barnes. As it is capable of doing. And in this we have in our 
own programs increased our figures, but we have not solved all of 
the problems in this area 

Senator SraRKMAN. May IT stop you right there. As a matter of 
fact, is it not true that the percentage of business that is suitable, that 
is, business that small business can do, compared to the percentage 
that is actually going to small business, has been declining over the 
last 3 or 4 years? 

Mr. Barnes, Yes. 

Senator SparKMAN. That is the thing that disturbs me, In other 
words, you just said—and I think you are completely justified in 
saying it, and I think it is well to keep it in mind—that while there 
is a great deal of business by the Government that small business 

cannot do, there is a great deal that it can. 

What we ought to do is to push just as vigorously as we can, making 
certain that sma)l business has an opportunity to perform some con- 
iracts of that type—contracts that it can fulfill. 

Mr. Barnes. You see, Senator Sparkman, leaving out for a minute 
the definitions that we ordinarily think of in connection with sta- 
tistics and things, actually what we are faced with are three kinds 
of procurement. Ohne is a kind that only large business can success- 
fully do and in which small business must be subcontractors. 

The second kind is one, we will say, in which only small business 
can perform or should perform, since it is clearly within their field. 

Then there is an intermediate area. 

Our definitions of these different categories are not too clear. Even 
the definition of the potential of business available to small business 
is not too clear. We are now working with the Defense Depart- 
ment to try to tie down some of these concepts and see if we cannot 
insure that small business gets all of that third category where it is 
clearly in their field. Then we will have to continue to increase 
the percentage in that second category by various methods. 

There is not anything I can do if the amount suitable generally 
would decrease, because this depends on the types of items : that are 
being bought. 

Senator Sparkman. Mr. Barnes, there are other matters I would 
like to quis you about. I know Senator Clark wants you to be here 
when he returns. 

Senator Carenmarr. Could I ask a couple of questions about this 
subcontracting ¢ 

Senator Sparkman. All right. 

Senator Carenmartr. Mr. Barnes, is not the big problem this—I will 
put it this way: The big volume of business that the little fellow, 
the small-business man, could do are the subcontracts from the big 
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manufacturers. I do not know what the percentage is but I am 
willing to guess at the moment that 75 percent of procurement is 
going to the big fellows, and then in turn, each day, each month and 
each year they are doing more and more of the work themselves, 
work that they formerly subcontracted out. Not only that, but they 
are getting into the bad habit now of subcontracting among them- 
selves, meaning among the big fellows and, therefore, the little shops 
throughout the country are fast disappearing. ‘That is because the 
big fellows get the contracts. The big volume of contracts today 
is on jet airplanes and planes of all kinds, and on missiles. 

I think if we are going to solve the problem we will have to force 
the big fellow who gets the prime contracts to subcontract X amount 
of it to the little fellow, rather than the big fellow doing it himself 
or giving it to some other big aa 

What you are doing is dealing in peanuts. As good a job as you 
are doing—and I am not criticizing you because it is a good job you 
dlo—but it is just peanuts as far as the total volume is concerned. 

Would you support a law which said when a prime contract is 
issued, or when the Government asks for bids on a prime contract, 
either sealed, negotiated, or otherwise, that the bidder would have 
to designate the exact amount it was going to subcontract to small 
business and not subcontract with some other big companies: and that 
that percentage be given a lot of weight in awarding the contract? 

Mr. Barnes. I do not think I would on the basis of what we pres- 
ently know about it. 

Senator Carenarr. Then you do not understand how you can 
solve the problem of helping the little-business man. 

Mr. Barnes. Senator, if you let me comment on what you have 
said, as we now see it we think that small businesses are getting about 
as much subcontracting in terms of dollar volume as they get prime 
contracts. So it is about equal. From my own experience in indus- 
try I would say that they get more as subcontracts than the ‘V get as 
prime contrac ts, but this is a subject on which there have never been any 
figures collected. Beginning at the start of this current fiscal year, 
last July 1, a subcontracting program was put into effect in the De- 
fense Department, and there are about 400 of the major prime con- 
tractors who signed up and had a clause placed in their prime con- 
tract relating to subcontracting. 

They agreed to keep figures and they agreed to set up a program 
within their own industry and to make information available on 
subcontracts to small businesses in a particular way. 

At the end of this fiscal year, for the first time we will have some 
figures on how much business is going to small businesses through sub- 
contracts from these major, prime contractors. After there is time 
to analyze these figures I would then have some facts on which I 
could say what kind of legislation I could recommend. 

Senator Carenarr. Are you aware of the fact that the big fellow 
is making more of all the parte himself ? 

Mr. Barnes. Yes, sir, but I know something, Senator, that has per- 
haps not been revealed. I know in several instances in negotiations 
some of the major, prime contractors have been asked to set a figure 
on subcontracting and they have set a figure and, to tell you the truth, 
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they set it much higher than I would have felt was reasonable i 
had been sett ing the figure myself. 

Senator Carpenarr. “Yes, but there is nobody to follow through to 
see whether they do or do not comply with the percentage figures 
they set. 

Mr. Barnes. Yes, sir. The Air Force inspectors 

Senator Carenarr. But the subcontracts do not go to small busi- 
ness. They go to other big corporations. 

Mr. Barnes. The same companies set up a subcontracting program 
and agreed in their prime contract to carry out their subcontracting 
in a certain way which gives small business about all of the benefits 
that we can think of at the present time. We may be able to think 
of some more of them after we get these figures in. We are just 
at the stage of having some figures on which to work intelligently in 
the subcontracting field. I think that at the end of this fiscal year 
it will be the first time that information will be collected. 

So, when I said I would not recommend it, I mean I would not 
recommend it now. 

Senator Carenarr. You know, of course, do you not, that the gen- 
eral policy in the country today, followed by the big manufacturers, 
is to do all of the work under their own roof? You know that; do 
you not ¢ 

Mr. Barnes. Yes, sir. 

Senator Caprenarr. The automobile manufacturers have been so 
shortsighted that now they are going to make everything. They will 
eliminate all of the little fellows who had made parts for them. TI do 
not know who they think they are going to sell all of these automo- 
biles to, but they are going to do all of the work themselves. They 
have 2 monopoly now on distribution and now they want a complete 
monopoly on all of the manufacturing. What they should be doing is 
decentralizing their manufacturing further. They have a monop- 
oly on selling and now they are going to have a monopoly on manu- 
facturing. They will bring under their own roofs practically all of 
the part manufacture of all the parts that go into an automobile. 

I look you straight in the eye and say to you that the missile manu- 
facturers and the airplane manufacturers and these other manufac 
turers are doing the same thing on war products. Not only that, but 
the sad part of it as far as the airplane manufacturers and the missile 
manufacturers are concerned is that the Government is furnishing 
practically all of the machine tools. The Government builds the fae- 
tories and it owns them and owns the machine tools. These big com- 
panies get the contracts and the — little fellow sitting out here can- 
not get any machine tools. He is just sitting out there and the big 
fellows are getting bigger with saanael to the manufacture of defense 
products while the little fellows are getting smaller. It is not a 
good situation. It is bad. 

Mr. Barnes. I could not agree with you more, Senator, that all of 
those are problems which we must look into and try to solve, and we 
are doing so. In my statement there is a description of the task force, 
and I think the head of the General Services Administration was here 
the other day and explained how it functioned. 

My recollection is that some 173 different instances of activities 
requiring either a change of regulation or policy have been brought 
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before this task force by the Small Business Administration and we 
hope through this route to correct many of these problems. It is nota 
thing that any one change in the regulations will correct. 

Senator Carenart. I want to say this, as our time is limited. | 
think the automobile manufacturers and these big missile and aircraft 
manufacturers are getting the bulk of the business, and they are very 
shortsighted. I think they are eventually going to kill the goose that 
lays the golden eggs and make the same mistakes business too often 
makes, and bring down bad legislation on themselves. 

Labor organizations are doing the same thing now as a result of 
their great power. 

These big fellows are concentrating and trying to do all of the work 
themselves and eliminate the little fellows on the main streets of the 
small towns and the big towns of the United States. Some of these 
days big business is going to come crying to the Congress and saying, 
“My, my, my, you have to help us, and “help us, and help us.” And 
they will have really brought it upon themselves. 

They are not satisfied with a monopoly on getting the prime con- 
tracts, and they are not satisfied, like the automobile « companies, with 
a monopoly on ‘distribution and sales, but they must have a monopoly 
now on building every little screw and part that goes into the automo- 
bile, and every ‘Jittle screw and part that goes into a missile and that 
goes into airplanes. 

I hope they all read what I am saying here today, because it is 
true and they ‘ought not to do it. 

That is all. 

Senator Ciark. Mr. Barnes, Congressman Multer of New York is 
here. I have a good many additional questions I would like to clear 
with you and I imagine some of the other members of the committee 
do, too. I wonder if you would be willing to suspend at this point 
and come back on Thursday, the 20th, at 10:30% Would that fit into 
your schedule ? 

Mr. Barnes. Yes, sir. 

Senator Crark. I would appreciate it very much because I do not 
want to hurry this. That will be Thursday, June 20, at 10:30 a. 

Mr. Barnes. Yes, sir. I thought for a minute you were going a 
have Mr. Multer cross-examine me, and I have been’before Mr. Multer 
before. 

Senator Crark. That is a privilege I will be happy to accord, Mr. 
Barnes, but I think we will not be able to indulge ourselves in that 
this morning. 

Mr. Barnes. Yes, sir. 

Senator Ciark. Thank you very much, Mr. Barnes. The committee 
appreciates your courtesy in cooperating with us. 

(Mr. Barnes’ prepared statement follows :) 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL BUSINESS 
ADMINISTRATION 


It is a pleasure to again meet with this committee to give you a summary of 
the programs of the Small Business Administration and to comment on legisla- 
tion relating to the extension of the Small Business Administration and other 
matters now being considered by this committee. 

Much progress has been made by the SBA during the past 4 years in each of 
its major areas of service: assistance to small business concerns with their 
financial problems; financial assistance to disaster victims; assistance to small 
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firms in obtaining their fair share of Government contracts; and assistance 
to small businesses with their management and technical production problems. 
I will first present a summary of our operations in financial assistance and 
in production and technical assistance. I will then comment on bills now pend- 
ing before the committee. 
FINANCIAL ASSISTANCE 


The primary function of the Small Business Administration in its program 
of financial assistance is to provide small business concerns with needed credit 
when such financing is not otherwise available from banks or other lending 
institutions on a reasonable basis, and to provide loans to victims of floods, 
hurricanes, and other natural disasters for the restoration or rehabilitation of 
damaged or lost property. Also, financial experts in the agency’s Washington 
and field offices offer advice, counsel, and often active aid to small business con- 
cerns in developing solutions to their financial and management problems. 

There has been a marked increase each year in the number of loan applications 
received from small business concerns, since the agency first began accepting 
such applications on September 29, 1953, reaching an unprecedented high this 
fiscal year. It is anticipated that by the end of June, 70 percent more business 
loan applications will have been received than in the previous fiscal year. 
Through May 31 of this year a total of 16,032 applications for $880,006,000 had 
been received, of which 6,820 had been approved as loans in a total amount of 
$311,494,000. Of these approvals, 3,260 in a total amount of $145,803,000 have 
been in fiscal year 1957. Nearly 60 percent of all applications acted upon during 
this fiscal year have resulted in loan approvals. 

Because of the greatly increased demand for business loans, it was necessary 
to ask Congress early this year to increase the legislative limitation on the 
agency’s business loans outstanding from $150 million to $230 million. This 
is in addition to the $125 million authorized for disaster loans. The revolving 
fund for loans was also depleted to the point where formal approval of business 
loans had to be discontinued from February 1 until April 22, when an additional 
$45 million was appropriated for the fund and approvals could be resumed. 

In the operation of the disaster loan program 7,341 applications for $99,598,000 
had been received through the end of May, of which 5,974 loans for $64,366,000 
were approved. Of this number, 1,422 loans for $11,349,000 were approved 
during the current fiscal year. 


PROCUREMENT AND TECHNICAL ASSISTANCE 


{I should like to review now our procurement anud technical-managerial as- 
sistance service and related programs. In proceurement and technical as- 
sistance the Small Business Administration has two primary functions: to assist 
small firm desiring to participate in Government procurements and to help small 
firms keep abreast of improved production, managerial, and marketing tech- 
niques. 

Small business set-aside programs are now in effect at 140 military and Fed- 
eral civilian agency purchasing offices, including 53 offices which were brought 
into the program during the first 9 months of this fiscal year. 

Set-aside actions earmarking Government purchases for exclusive award to 
small-business firms have increased progressively, both with respect to number 
of set-aside actions and contracts awarded. These set-asides are made by SBA 
jointly with the Department of Defense, and civilian agencies, which have entered 
into this cooperative program. From August 1953, through March 1957, a total 
of 19,128 joint set-asides has been earmarked for small business, from which 
14,157 awards were made, resulting in 22,115 contracts to small firms. The value 
of the contracts awarded is approximately $1 billion. The number of set-aside 
actions increased 105 percent for the 9 months ending March 1957, compared 
with the same period of the previous year. Likewise, contract awards resulting 
from these set-asides for the same period increased twofold. 

The record is much the same in virtually all other areas of our procurement- 
assistance program. For example, in the development of subcontracting oppor- 
tunities for small firms, our contracts with prime contractors during the first 9 
months of this fiscal year increased 48 percent over the same period of fiscal 
1956. At the same time, the Agency made about twice as many referrals of sub- 
contracting opportunities to small firms. 

For the period of this comparison, the record also shows an increase of 73 
percent in the number of firms helped by the Small Business Administration te 
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bid on specific Government purchases; a 47 percent increase in the number of 
firms counseled on procurement problems, or helped to present grievances to 
procurement agencies; the number of applications received for certificates of 
competency increased 34 percent and COC’s issue increased 11 percent. 

The increased number of loans and other types of small-business cases in- 
volving technical production assistance, is observed in the 46 percent increase 
in loan appraisals and other technical surveys related to these items. 

These and similar increases in other areas of the procurement assistance pro- 
gram reflect both an increasing awareness of and demand for the Agency’s 
services on the part of small firms, and growing effectiveness of the cooperative 
programs with the Government procurement agencies. 

During the calendar year 1956, the Small Business Administration, in coopera- 
tion with other Federal agencies and local business groups, cosponsored 20 
business opportunity meetings for the benefit of small-business owners and 
managers. The direct purpose of these meetings is to acquaint small-business 
operators with Government procurement procedures and with services of the 
Small Business Administration. The meetings are designed to tell small-busi- 
ness owners and managers how and what the Government and prime contractors 
buy, and what they currently need. This is accomplished through talks by 
purchasing officials, visual displays, sample bid sets, and exhibits of articles 
bought by the Government and by prime contractors. 

More than 25,000 businessmen attended these meetings, and most of the com 
ments the Agency has received from them and from the cosponsoring groups 
have been to the effect that the meetings were mutually helpful, and they would 
like to see additional meetings arranged. Tentative plans also provide for 
approximately 40 business opportunity meetings during the next fiscal year. 

The success of these meetings would not have been possible without the co- 
operation and assistance of the several Government procurement offices. I 
should like at this time to pay tribute to the Government departments and 
agencies that cooperated with the Small Business Administration in making these 
business opportunity meetings helpful to small firms. 

In addition to financial assistance and help in obtaining Government con- 
tracts, many small-business concerns need and are asking for assistance in im 
proving their management and technical knowledge. The Small Business Ad- 
ministration helps to fill this need through its management and technical-assist- 
ance program, which is tied in closely with the procurement assistance opera- 
tions I have just described. 

In order to aid small firms in improving their managerial techniques, the 
Small Business Administration cosponsors administrative management courses 
with colleges and other interested organizations. These courses, usually con- 
ducted in the evening, are taught by buiness leaders and college teachers. The 
courses provide one possible answer to the basic need of most small-business 
operators for improved management skills. To date upward of 8,000 business- 
men and women have attended the 263 courses which have been held in coopera- 
tion with 100 educational institutions and organizations. Tuition fees paid by 
the business owners and managers cover the expenses of the courses. 

In the Small Business Administration publications program, the agency seeks 
to accomplish through the printed word the objective of providing small firms 
with information on sound production practices and management methods and 
of helping them to overcome specific problems. 

The agency publishes four series of management and technical production 
publications. Three of the series are short, practical leaflets, written chiefly by 
specialists in private industry who contribute articles without any charge to the 
Government. There has been a continued increase in the number of requests 
received from small firms for SBA small-business publications: 3,331,600 man- 
agement and technical publications have been distributed since August 1953. 

The agency also publishes a series of management booklets, written by 
specialists under contract, as well as bound copies of the earlier leaflets. These 
booklets are sold by the Government Printing Office at nominal prices. 

The Small Business Administration also has made available to small firms a 
United States Government Purchasing Directory, which is a guide to who buys 
what and where in the military and Federal civilian agencies, and a United 
States Government Specifications Directory, which is a guide to sources of the 
specifications used by the Government in its purchasing. Businessmen and 
others have purchased more than 50,000 copies of these directories from the 
Government Printing Office. 
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Another Small Business Administration service is help to small firms in gain- 
ing access to product research and development information available from 
both Government and industry. The agency has two purposes here: To help 
small firms obtain data needed in solving problems relating to specific products 
and processes, and to provide them information on available products and 
processes that can be used to maintain, diversify, or expand their operations. 

As a part of this service, the Small Business Administration publishes each 
month a circular which lists privately owned and Government-owned inventions 
available for license or sale to small firms. This Product List Circular makes 
available to small-business firms information on new products and processes 
that can be used by small plants having open capacity or seeking to diversify 
their business operations. Also published in the Products List Circular have 
been the titles and patents released by the Department of Justice in connection 
with provisions of judgment in antitrust cases. 

Through the period ending in March of the present fiscal year, the agency 
has aided some 7,650 small-business concerns in the solution of problems per- 
taining to new products and processes or improving present products. In addi- 
tion, approximately 3,000 requests for additional data on inventions listed in the 
Products List Circular have been received by the agency. 

The magnitude of the job of assisting the greatest possible number of small 
firms is highlighted when one considers that there are more than 4 million 
small-business concerns, including approximately 300,000 small manufacturers. 
It has been necessary to give the greatest emphasis to activities which are 
far reaching in scope and which benefit the largest possible number of small 
firms. The top priority in the procurement programs has been given to that 
phase which involves setting aside certain Government purchases for competi- 
tive award to small firms. 

One of the problems I am hopeful can be corrected in the coming year is that 
of meeting our responsibilities to more small business concerns by making the 
agency's facilities more accessible to small firm owners and operators. During 
the past vear, the personnel of the Small Business Administration have had to 
devote the maximum share of their time and energy in meeting an incrensed 
demand for the agency's services in the financial and technical assistance fie’ds, 
and to making retinements in these programs which experience has indicated 
were necessary. However, in spite of the increased workload under our pro- 
grams, we have worked diligently to find new ways to further the interest of 
small business. 

COOPERATION WITH OTHER AGENCIES 


During the past vear, in addition to the program operations of SBA, there 
has been a coordinated effort among all Government agencies and departments 
to render specific assistance to small business. The Small Business Administra- 
tion has cooperated actively both as participant and adviser with other agencies 
in implementing the recommendations of the President's Cabinet Committee on 
Small Business. SBA activities and programs have pinpointed small business 
problems and have served as a corollary to efforts of small-business men _ to 
bring such problems to the attention of this Cabinet Committee. 

Pursuant to recommendation No. 5 of the first progress report of the Cabinet 
committee, the Small Business Administration is giving its full cooperation to 
the Task Force for Reviewing of Government Procurement Policies and Pro- 
cedures. As I have said previously to the members of this committee, I feel this 
tusk force is undertaking a highly important assignment—one that will likely 
have far-reaching effects on the ability of small firms to increase their share of 
procurement from the Government. Responsibility for carrying out this recom- 
nendation was asigned to the Administrator of the General Services Administra- 
tion. 

The task force is composed of representatives of the principal procurement 
agencies. The Administrator of GSA named a chairman of this task force from 
his own staff. The Bureau of the Budget, the General Accounting Office, and 
the Small Business Administration participate in this program as members of a 
special advisory group. SBA also participates in two other capacities. 

At the invitation of the Administrator of GSA, the Small Business Administra- 
tion assigned a full-time member to the task force. In addition, SBA staff mem- 
bers serve on study groups under the task force—1 serving as chairman of the 
group which is developing uniform small business set-aside procedures; 1 with 
group 6, small-business participation in Government-sponsored research and de- 
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velopment programs; and another on a subcommittee concerned with the drafting 
of proposed legislation. 

The Small Business Administration has made available to the task force specific 
examples of inequities, inconsistencies, and complexities in Government procure- 
ment. This has been accomplished by having SBA field offices prepare factual 
information on cases which illustrate the difficulties of small firms in selling to 
the Government. These cases, in turn, are forwarded to the task force and the 
experience of the agency is detailed and interpretations supplied through the 
SBA member of the task force. As of the end of May 1957, the agency has sub- 
mitted 173 specific cases covering such problem areas of Government procurement 
as; 

1. Nonavailability of specifications and drawings; 


2. Standardization on items which exclude small-business products ; 


3. Procurement by specifying a brand name or equal; 
. Inadequate or inaccurate blueprints; 
. Inspection or testing of the product; 
Delay in payment; 
. Delay in settlement of claims; 
. Contract financing, including progress payments; 
. Small business in the field of research and development ; 
10. Packing and packaging requirements. 

Pursuant to recommendation No. 6 of the President’s Cabinet committee, pro- 
cedures and regulations have been issued by both the GSA and Department of 
Defense that should facilitate and accelerate contract financing. The SBA has 
been active in promulgation of changes in policy to alleviate the need for credit 
by many small concerns and their being deprived of an opportunity to do work on 
Government contracts. 

We have actively participated with the Department of Commerce in developing 
plans for a conference on technical research and development and distribution re- 
search for the benefit of small business. This conference will be held September 
24, 25, and 26, 1957. Small business, other business concerns, trade and small- 
business associations, educational institutions, representatives of the various 
Government departments, agencies, and committees, and professional technical 
groups will participate in this conference, 

The Cabinet committee’s recommendation No. 14 directs attention to the need 
of a study of reports and statistics required of small business by the Government. 
This study is being made by the Bureau of the Budget and a member of the Small 
Business Administration has been assigned to assist in this project. 

This agency has for some time taken exception to the use of the weighted aver- 
age price on partial set-asides for small business. I am happy to report that a 
change to the Armed Services Procurement Regulations effective June 3, eliminat- 
ing the use of the weighted-average price, has been announced. Now small-busi- 
ness firms will receive awards on partial set-asides at the highest unit price of the 
unreserved quantities. 


' 


~- 
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COMMENTS ON LEGISLATION 


The committee is now considering S. 1789 introduced by Senator Thye, for 
himself and Senators Capehart, Bush, Allott, Aiken, Butler, Case of New Jersey, 
Case of South Dakota, Cooper, Flanders, Ives, Javits, Kuchel, Malone, Martin 
of Iowa, Mundt, Payne, Potter, Revercomb, Saltonstall, Mrs. Smith of Maine, 
Smith of New Jersey, Bennett, Beall, Kefauver, Carlson, Stennis, Wiley, Barrett, 
and McCarthy. This bill has received unanimous support from all the agencies in 
the executive branch. It establishes the Small Business Administration as a 
permanent agency and materially strengthens the Small Business Act. I recom- 
mend therefore that your committee give favorable consideration to the enact- 
ment of 8. 1789. 

I would like to discuss 8S. 1789 in some detail but first I would like to comment 
briefly on some other bills amending and extending the Small Business Act which 
presently are before this committee for consideration. 

8. 55, S. 246, 8. 300, S. 1762, and S. 1789 all give the SBA permanent status. 
The Small Business Act which authorizes the establishment of the Small Business 
Administration was passed by the Congress in 1953. The original legislation 
provided that all authority under the act would terminate June 30, 1955. In 
that year Congress amended and extended the act to July 31, 1957, at which time 
this law will terminate. 

Experience under such temporary legislation has revealed a number of diffi- 
culties which seriously hamper the efficient operation of the Small Business 
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Administration. These liabilities do not appear to be balanced by the advantages, 
if any, of a termination date. ‘This is particularly true since the agency may at 
any time be terminated by Congress if it so desires. 

It appears, for example, that some business organizations and Government 
agencies tend to regard SBA programs as temporary expedients. As the expira- 
tion date of the Small Business Act approaches, we believe some banks hesitate 
to join with the agency in participation loans. This hesitation may be based 
on the fear, among others, that a bank committed to a long-term loan will incur 
ynanticipated expenses arising out of the shift of responsibilities from SBA 
to a successor agency. Government agencies, too, may be reluctant to embark 
on longer range programs with SBA because they may find themselves burdened 
with additional duties which they are not prepared to assume if SBA should be 
terminated. 

It is clear that the Small Business Administration will have important and 
continuing responsibilities in any defense program. However, integration of 
the Small Business Administration into national-defense planning is made diffi- 
cult because of the temporary nature of the agency. And, finally, experience 
has indicated that better relations with the business world can be established 
if it is clear that the Administration’s small-business program is a continuing 
one. 

S. 545 and S. 1762 would abolish the Loan Policy Board of the Small Business 
Administration. 

This Board is composed of the Administrator, Small Business Administration, 
who serves as Chairman; the Secretary of the Treasury, and the Secretary of 
Commerce, or their designees. The Board is charged with the responsibility for 
establishing general policies, particularly with reference to the public interest, 
which govern the overall operation of the Small Business Administration’s 
financial assistance program. 

The Loan Policy Board performs an essential function for SBA by establishing 
policies which assist the Small Business Administration to meet the credit needs 
of small concerns. In addition, the Board provides a means for coordinating 
this agency's lending policies with those of other Government departments. The 
Board does not supervise the administrative activities of the Small Business Ad- 
ninistration nor does it take any part in its management. The Board functions 
only in developing the overall lending policy of the agency. 

The Small Business Administration in lending public moneys must be guided 
by considerations of the public interest. The determination of what constitutes 
the public interest can best be made by the collective judgment of Government 
representatives who have substantial responsibilities in the business and fiscal 
affairs of the Nation. I have found the Loan Policy Board to be of immeasurable 
assistance in the administration of SBA’s lending program. I therefore do not 
recommend any legislative changes in the Small Business Act which would elimi- 
nate the present Loan Policy Board. 

8S. 244 would authorize loans by the Small Business Administration to alle- 
viate unemployment in areas of substantial labor surplus. This proposal would 
enlarge the present authority of the Small Business Administration to make dis- 
aster loans and would authorize such loans in those areas which the Secretary of 
Labor determins to be an area of substantial labor surplus. The financial assis- 
tance program contemplated in S. 244, in general, is similar to that proposed in 
§. 1433, the Area Assistance Act. However, S. 1433 is an integrated program 
designed to deal with the problems of persistent unemployment by utilizing the 
resources of several Government agencies. This approach would be more effec- 
tive in meeting the needs of the surplus labor areas referred to in 8. 244; there- 
fore S. 1433 is recommended over S. 244. 

S. 2184 directs the Small Business Administration to make extensive studies 
of certain problems of small business and to report on such studies. Section 208 
(n) of S. 1789 amends the Small Business Act of 1953, as amended, to authorize 
the Small Business Administration to make studies of matters materially 
affecting the competitive strength of small business or the effect on small busi- 
hess of Federal programs or regulations. This amendment will eliminate the 
hecessity for changes of the type proposed under S. 2184. It is preferable to the 
latter bill in that the requirement to make studies is not mandatory but rather 
within the discretion of the Administrator as he finds studies to be necessary. 
For this reason the enactment of S. 1789 is recommended in lieu of S. 2184. 

S. 2185 authorizes the Small Business Administration to make loans to local 
private nonprofit organizations formed to assist, develop, and expand the econ- 
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omy of the area. Such loans may be made without regard to the direct needs 
of small business and without limit as to amount. Under the authority of see. 
tion 207 (a) of the Small Business Act of 1953, as amended, the Small Business 
Administration has made loans to local development corporations. I would like 
to submit for the record a list of the loans made to development corporations, 
However, these loans are made only where it is clear that the proceeds of the 
loan will be utilized to assist an ascertainable small business through the de 
velopment corporation. 

It appears that the amendments here under consideration would, in effect, es- 
tablish a new program to provide financial assistance without limitation in 
amount to development corporations and without regard to the size of the busi- 
nesses assisted. While this proposal may have merit, consideration should be 
given to establishing such a financial assistance program in the framework of 
an area assistance act, such as S. 1483, the Area Assistance Act of 1957. 

Turning now to S. 1789, this bill is essentially a reenactment of the Small 
Business Act of 1953, as amended. However, as I have noted above, it establishes 
the SBA as a permanent agency and clarifies the existing statute. 

I have submitted to this committee a section-by-section analysis of S. 1789, 
which, I believe, is self-explanatory. However, I would like to call to the atten- 
tion of your committee certain differences between S. 1789 and the present Small 
Business Act. 

1. In section 202 a specific reference has been added to maintenance, repair, 
and construction contracts to make it clear that the procurement activities of 
the Small Business Administration will include, in addition to the usual supply 
contracts, contracts for all types of maintenance and construction, including the 
construction of highways. 

2. S. 1789 strengthens the Small Business Administration’s disaster program 
in several respects. Recruitment of temporary personnel to serve in disaster 
areas is made easier by authorizing the payment of transportation expenses of 
such temporary personnel from their home to the disaster area and return. In 
connection with disaster loans made to small businesses located in drought areas, 
S. 1789 provides that such businesses adversely affected by the drought are 
eligible for disaster loans, even though the drought may have ended. 

3. The present act authorizes certain loans in excess of $250,000 to corpora- 
tions formed by groups of small business concerns for the purpose of securing 
raw materials and supplies. S. 1789, in section 207 (a) (4), has clarified this 
language by providing that such loans may be made to corporations established 
“for the purpose of obtaining for the use of such concerns raw materials, equip- 
ment, inventories or supplies, or for establishing facilities for such purposes.” 
In addition, S. 1789 also clarifies the procedure for obtaining certain antitrust 
exemptions in connection with the activities of these corporations. 

4. S. 1789 provides in section 208 (n) broad authority to SBA to make studies 
of matters materially affecting the competitive strength of small business. This 
provision will enable the Small Business Administration to make comprehensive 
reviews of small-business problems which will be helpful both to the small- 
business community and to the Congress. 

5. S. 1789 contains a provision whereby the Small Business Administration is 
authorized to borrow from the Treasury program funds necessary for its re- 
volving fund in lieu of requesting direct appropriations. The annual budget 
submission will contain estimated annual borrowing requirements which will be 
justified to the Appropriation Committees, and passed upon by the Congress. 
Because requests for direct appropriations must be estimated as closely as pos- 
sible to anticipated needs, there has been very little flexibility for handling un- 
foreseeable business and disaster-loan program increases. On several occasions 
it begame necessary to suspend the approval of loans until the Congress could 
appropriate additional funds. Under the borrowing system, however, we intend 
to request that the annual borrowing limitation be set at a level high enough 
to permit a reserve for handling unanticipated program increases. In this con- 
nection sums will be borrowed and placed to the credit of the fund only in such 
amounts as are necessary to meet current lending requirements. 

6. You will note that S. 1789 establishes a uniform interest rate on the Small 
Business Administration’s share of all business loans. Similarly, a uniform 
rate exists for all disaster loans. In the case of business loans, including pool 
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loans, the interest rate is fixed at a maximum of 6 percent on SBA’s share. 
That portion of section 207 (a) (4) of the Small Business Act of 1953, as amend- 
ed, which states that any loans “shall bear interest at the rate prevailing in the 
area where the money is to be used” has been deleted. 

It is our opinion that in the case of business loans, interest is not established 
as a fixed rate in particular areas, but varies depending upon the circumstances 
of each particular case. The rates to be charged in business loans will depend 
on such things as financial condition of the borrower, his management ability, 
the liquidity of his assets, the term of the loan, the amount of servicing that 
would be required, and other factors. Under the proposed legislation the bank 
may still fix the rate of interest for the loan, which may be less than 6 percent, 
but in no event may the interest rate on SBA’s share of the loan exceed 6 per- 
cent per annum. 

S. 1762 is, in many respects, similar to S. 1789. I would like to comment on 
some of the major differences. 

1. S. 1789 continues the Loan Policy Board in its present form. S. 1762, on 
the other hand, eliminates the Loan Policy Board. As I have indicated in my 
previous comments on S. 545, I have found the Loan Policy Board to be of im- 
measurable assistance to me in the administration of the lending program of the 
Small Business Administration. Its deliberations and actions have been marked 
by a spirit of cooperation and harmony and I recommend that the Loan Policy 
Board be continued in its present form. 

2. Section 206 (a) and (b) of S. 1789 establishes authority for the Small 
Business Administration to borrow funds from the Treasury to be used for busi- 
ness loans, disaster loans, and the prime-contract programs. Section 103 (b) 
of S. 1762 continues the present revolving fund procedures found in the Small 
Business Act of 1953. The overall program provisions in S. 1789 are $450 mil- 
lion for business loans, $125 million for disaster loans, and $25 million for the 
prime-contract program, totaling S600 million. SS. 1762, on the other hand, pro- 
vides for $500 million for business loans, $250 million for disaster loans, and 
$100 million for the prime-contract programs, totaling $850 million. 

Under the provisions of 8. 1789 the SBA is authorizod to borrow from the 
Treasury program funds necessary for its revolving fund in lieu of requesting 
direct appropriations. As I have already indicated this method of obtaining 
program funds provides necessary flexibility for handling unforeseeable business 
disaster loan increases which is not available under the appropriation procedure 
presently in use and provided for in S. 1762. 

In arriving at the estimate of the size of the revelving fund, which should 
be authorized by new legislation, we were guided largely by our past experience 
and as we anticipated it might be projected into the future. 

Our business-loan applications for the current year have averaged 569 per 
month. <A projection of an application rate of 600 business-loan applications 
per month would require a revolving fund of about $375 million. Since the 
month of March reached a peak of 702, we also projected an average of 700 
applications per month, with the resulting required total of $425 million. 

3. In connection with the authority to make business loans, S. 1789 retains 
the language of the present Small Business Act. S. 1762, on the other hand, 
grants a broad authority “to make loans to insure a well-balanced national 
economy * * *,.” 

It would appear that the Sparkman bill (S. 1762) would eliminate present 
requirements that the lending activities of the Small Business Administration 
be confined to small concerns. If this is the intent, we do not recommend that 
the agency's activities be broadened in this fashion. 

4. Section 105 (a) (4) of S. 1762 authorizes loans to be made up to $500,000. 
S. 1789 retains the present $250,000 limitation. In S. 1762, pool loans are au- 
thorized for corporations formed by small-business concerns “for the purpose 
of establishing facilities in and through such corporation to produce or secure 
raw materials or supplies * * * .° S. 178 authorizes such pool loans to corpora- 
tions formed by small-business concerns “for the purpose of obtaining for the 
use of such concerns raws materials, equipment, inventories or supplies, or for 
establishing facilities for such purposes.” Both bills provide for a limited anti- 
trust exemption for the activities of these corporations under certain circum- 
stances. 
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So far as we can ascertain, the smaller companies do not require loans in 
excess of $250,000. The average SBA loan, in fact, is under $50,000. It would 
appear, therefore, that if SBA’s loan limitation were doubled that Congress 
intended to broaden the activities of the agency and authorize it to render 
financial assistance to concerns that could not truly be classified as small. This 
extension of the lending program is not recommended. The present loan limi- 
tation of $250,000 should be retained. 

In connection with the pool-loan provision, I believe the language of S. 1789 
is preferable since it makes specific the purposes for which such group corpora- 
tions may be formed. 

Section 207 (a) (5) of S. 1789 authorizing certain antitrust exemptions is, 
I believe, an improvement over the present language of the Small Business Act 
and the language utilized in S. 1762. These changes eliminate certain ambi- 
guities in the present legislation and therefore are recommended for enactment. 

5. Section 208 (n) of 8S. 1789 and section 106 (0) of S. 1762 authorize the Small 
Business Administration to make studies of matters affecting small business, 

I believe the language of S. 1789 is broader and more flexible and therefore 
recommend this version. 

6. Subsection 109 (d) of S. 1762 which is identical with subsection 217 (d) of 
the present Small Business Act and subsection 210 (d) of S. 1789 are generally 
similar in that they relate to the withdrawal of approvals of voluntary agree- 
ments of pooling programs. 

The language of S. 1789 is a clarification of the present language in the Small 
Business Act. Its enactment is therefore recommended. 

7. Section 214 of S. 1789 which provides authority for the joint determination 
program and small-business set-aside program is identical to section 214 of the 
present Small Business Act. Section 107 (a) of S. 1762, on the other hand, 
authorizes the Small Business Administration to make unilateral determination 
without concurrence on the part of the contracting procurement agency that a 
contract shall be set aside for award to small business. 8S. 1762 provides that 
this unilateral determination may be made “to insure a well-balanced national 
economy.” No similar provision is contained in S. 1789 relating to joint deter- 
minations. Provision is made in S. 1762 for an appellate procedure in the event 
that the procurement agency objects to the determination by SBA and SBA’s 
determination may be overruled by the head of the procurement agency. And, 
finally, under S. 1762, SBA may delegate the authority to make unilateral deter- 
minations to the procurement agencies under certain circumstances. 

This proposal has merit and we would not object to it. However, comments 
of the procurement agencies should be obtained before the committee decides 
whether this procedure is workable. 

8. Section 215 of S. 1789 states that it shall be the duty of the Administration 
to consult with Government agencies in the issuance of orders of policy affecting 
small business and that such agency shall consult with the Administration. 
Section 106 (e) of S. 1762 is similar but provides that insofar as consultation 
by the Administration with Government agencies is concerned no direction by 
the President is necessary. 

The Small Business Administration does not recommend the change embodied 
in S. 1762 because it tends to reduce the authority of the President. 

Title II of S. 1762 is similar to S. 720. Both these bills propose to make 
credit available to small businesses by establishing a system for insuring loans 
to qualified small firms. 

The bills provide that a loan extended by an approved lender would be insured 
up to the lesser of 90 percent of the unpaid balance of the loan or the lender’s 
insurance reserve. The insurance reserve is computed at 10 percent of the total 
amount of the insured loans made by each lender, less any paid claims. We 
believe. the reserve requirements, implicit in the proposed insurance system, 
contain at least two defects that will prevent accomplishment of the desired 
goals: 

First, the establishment of an adequate reserve, based on 10 percent of the 
total amount of the loan made by a lender less paid claims, necessitates the 
lender’s making a large volume of loans before it can achieve adequate cover- 
age. For example, in order to provide 90 percent insurance for a $150,000 loan, 


the lender must make loans in an aggregate amount of $1,350,000. To provide 
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9) percent insurance for a $250,000 loan, the maximum insurable under the bill, 
the lender must make loans in an aggregate amount of $2,250,000. In the event 
the lender is paid any claims, it must make additional loans aggregating nine 
times the amount of these claims before its reserves equal those which existed 
jmmediately prior to payment of the claim. 

The second defect lies in the fact that the lender’s protection on any loan-is 
not stable but subject to diminution or even elimination, as a result of a default 
on another of the lender’s loans. Such fluctuating protection could scarcely be 
expected to induce lenders to make loans which they would not otherwise make. 

Moreover, we are of the opinion that title II of S. 1762 is unnecessary because 
of this Administration’s deferred loan participation program, This deferred 
joan participation program is contemplated by all legislation that would con- 
tinue the existence of this Administration. 

Under the deferred loan participation program this Administration agrees it 
will, on request of the lender, purchase a specified portion of a loan not to exceed 
90 percent of the unpaid balance. SBA’s charges for such participation are 
based on a sliding scale. The lender administers the loan without interference, 
subject only to compliance with the terms of the participation agreement. 

While this program is not, strictly speaking, an insurance system, it serves 
the same purpose and achieves the same end result, because it assures the lender 
that, in the event the loan is defaulted, this Administration can be requested to 
pay the agreed share of the defaulted loan. 

It is our opinion, for these reasons, that title II of S. 1762 is unnecessary and, 
therefore, we do not recommend its enactment. 

S. 2160, the National Investment Company Act of 1957 is a substitute for S. 719. 
It is designed to make equity capital more readily available to small business. 
This is done by authorizing the establishment of national investment companies 
by private parties under the supervision of the Federal Reserve Board and such 
Federal Reserve banks as may desire to join in this program. The Federal Re- 
serve bank is authorized, but not directed, to invest in shares of the corporate 
stock of the investment companies within certain limits described in the bill. 

The investment companies have the authority to borrow money and issue deben- 
tures, notes, and other obligations under regulations set up by the Federal Re- 
serve Board. National investment companies are authorized to make or aequire 
loans with or without security to business enterprises eligible under the bill. 
Such loans may be made directly or in cooperation with banks or other lending 
institutions. The companies are granted authority to acquire and resell to the 
issuer or others bonds or stocks or other capital shares of business enterprises. 

S. 2160 provides that the Federal Reserve Board, after consultation with the 
Secretary of Commerce, shall promulgate standards to determine which business 
enterprises shall be eligible for financing under the provisions of this bill. S. 2160 
further provides that, for tax purposes, national investment companies shall qual- 
ify as regulated investment companies. 

The financial program contemplated under the National Investment Com- 
panies Act appears designed to fill a credit need that is separate and distinet from 
the financial assistance programs of SBA. The emphasis of this program. as we 
understand it, is on long-term capital and equity financing for small business. 
We, in SBA, are sympathetic to the approach utilized by this bill, and we believe 
that the Federal chartering of investment companies which establish financial in- 
stitutions to serve the long-term capital needs of small business may supplement 
this agency’s small-business programs. On the other hand, it is not clear to us 
that S. 2160 as it presently is written will accomplish these objects. First, the 
success of the program would be dependent upon action by the Federal Reserve 
Board, and I believe the Board has previously indicated that its present funce- 
tions do not lend themselves to the program contemplated by S. 2160. Equally 
important, it is not clear that S. 2160 provides sufficient incentives for the estab- 
lishment of national investment companies. Obviously, if private groups do 
not avail themselves of the programs offered under this proposed legislation, 
the program will not be a success. 
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Selected statistics on business loans (data shown are as of Apr. 30, 1957, unless 
otherwise indicated) 


Number | Total amount; SBA share 














Total loans approved _ _- ere 6,443 | $294,617,656 | $244, 799, 860 
Net loans approved (net after deducting cancellations) .........-.-.| 5,498 | 252,085,487 | 209, 009, 773 
Loans disbursed . _.. sand ae 4,437 | 191, 200, 398 157, 956, 57 
Amount disbursed by an -----| (115, 421, 414) 
Amount disbursed by banks.. Leguiincn dim .---| (75, 838, 984) 
| } 
| Total amount} Unpaid 
Number | disbursed | princinal 
| | balance 
Loans delinquent in excess of 60 days, as of Apr. 25, 1957_-_- 87 | $3, 872, 57 $3, 197, 746 
Loans in liquidation, as of Apr. 25, 1957 71 3, 110, 837 1 2, 051, 304 


Number SBA amount 





Loans charged off through June 10, 1957: | 


Principal of loans and judgments acquired in liquidation of loans ss) Ss $97, 845 
Interest and other receivables 6, 834 
NN a hihi lale ceitabiabtisdir tite witirndn aint ; ‘ ; sais 8 | 104, 679 





1 It is anticipated that existing collateral will permit recovery of the greater portion of this unpaid prine ipal 
balance. 
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NUMBER OF LOAN APPLICATIONS RECEIVED 
DISASTER 
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neipal Selected statistics on financial assistance and procurement and technical assist- 
ance activities—Current fiscal year through April 1957 in comparison with 
same period in fiseal year 1956 


July 1956 | July 1955 
through | through 
April 1957 April 1956 


FINANCIAL ASSISTANCE ACTIVITIES 


Business loan program 
Applications received: Number 
Loans approved: 
Number ai la eT sa ‘ 2, 883 1, 235 
Total amount o $128, 927,900 | $54, 599,000 
Percent of application acted on which were approved _.- 58.4 | 52.3 
Disaster loan program: | 
Applications received: Number_....- , ee 1, 557 3, 705 
Loans approved; | 
Numbet ‘ , | 1,277 | 3, 007 
Total amount. -- ‘ $10, 109, 000 $41, 000 


Percent of applications acted on which were yproved ro | SS. 4 0) 
DI DI 


Ue eed os 5, 689 | 3, 085 


PROCUREMENT AND TECHNICAL ASSISTANCE ACTIVITIES 


Procurements set aside for smal] business_.- ‘ 8, 701 , 438 
Value ett | $559, 720,600 | $351, 000 
Set-asides awarded | 4, 805 3, 405 
Value $414, ,400 | $251, 000 
Prime-contract referrals | , 211 3, 853 
Contacts to develop subcontract opportunities 3, 916 | 2, 736 
Subcontract referrals 5, 586 | 2, 808 
Cases of procurement assistance counseling and representation to procurement | 
agencies in behalf of small firms | 458 , 598 
Firms assisted to bid on specific procurements 8, 403 , 991 
Additional sources of supply furnished for bidders’ lists on which small- | 
business competition was needed } ), 157 | 3, 570 
Certificates of competency: 
Applications received 179 139 
Value $30, 908,500 | $24, 776, 700 
COC’s issued | 71 | 67 
Value 7 | $6, 597, 100 600 
Plant visits in connection with progress of certified contracts 3 597 3 §02 
Engineering surveys (loans, certificates, preaward, etc.) 31,940 | 31,329 
Cases in which production and management assistance, including 
material and equipment assistance, was given 3, 799 | 7, 002 
Requests fo. products assistance handled 7 8, 677 4, 306 
Inventions listed in the products list circular 940 4617 
Requests received for information and data on inventions listed in the 
products list circular 3, 262 $1,127 


These awards resulted in 10,091 contracts to small firms. 
These awards resulted in 6,029 contracts on small firms, 
Through March of each fiscal year only. 

4 September 1955-April 1956, 

§ December 1955-April 1956. 
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(The following was ordered inserted in the record (see p. 311) ) : 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washingion, D. C., May 9, 1957. 
Hon. JoserH S. CLARK, 
United States Senate, 
Washington, D. C. 

DeaR SENATOR CLARK: In further reply to your letter of February 7, 1957, 
I am enclosing herewith a general summary of both the programs of financial 
assistance and procurement and technical assistance. 

We trust this information will be helpful to you and the committee in prepar- 
ing for the hearings to be held on the bills concerned with the extension and 
modification of the program of the Small Business Administration. 

Sincerely yours, 


+ 


WENDELL B. Barnes, Administrator. 


SMALL BUSINESS ADMINISTRATION PROGRAMS OF FINANCIAL ASSISTANCE TO SMALL 
BUSINESS 


INTRODUCTION 


The Small Business Administration was established by the Small Business 
Act of 1953 (Public Law 163, 88d Cong.) enacted on July 30, 1953, and signed 
the same day by the president. The original act was amended in 1955 by Publie 
Law 268 of the 84th Congress effective July 31, 1955. This is the first independ- 
ent Government agency created to serve and represent all small businesses both 
in peacetime and in periods of national emergency. Its activities are designed 
to help small business (1) gain access to adequate capital and credit; (2) obtain 
a fair share of Government procurement and (3) obtain competent management, 
technical, and production counseling. 

Many of the programs conducted by the Small Business Administration were 
inherited from agencies which were formerly in operation. The authority to 
make business loans to small-business concerns as well as loans to assist victims 
of floods and other disasters were powers formerly exercised by the Small 
Defense Plants Administration and the Reconstruction Finance Corporation. 

The Small Business Administration has been given a far more extensive scope 
of operations than its immediate predecessor, the Small Defense Plants Cor- 
poration. In addition to being charged with SDPA’s broad powers and re 
sponsibilities with respect to procurement and various other activities designed 
to assist small businesses and protect its interests, SBA has been given the au- 
thority to make business loans on its own account to small-business concerns as 
well as loans to assist victims of floods and other disasters. These latter two 
powers were formerly held by the Reconstruction Finance Corporation. In addi- 
tion to a broadened scope of powers and responsibility, as compared with SDPA, 
the Small Business Administration has been given a greatly enlarged range of 
operations. SDPA could only recommend loans to be made by RFC for purposes 
primarily confined to defense manufacturing and essential civilian industry. 
SBA’s responsibilities to make direct and participating loans includes all types 
of small-business enterprises such as mining, construction and transportation 
firms and those engaged in distribution, retailing, and numerous service trades 
and industries which are in the public interest. 

In the area of financing, the Small Business Administration recognizes that 
its task is to obtain for small-business firms adequate sources of capital as well 
as credit on reasonable terms when it is not avalable from private sources. 
Its program of financial assistance is designed to stimulate and preserve the 
initiative, independence, and enterprise of small firms. The basic consideration 
in this program is that small-business concerns generally ure at a competitive 
disadvantage compared with large businesses because (a) they are frequently 
unable to afford specialized financial management and (b) they are often unable 
to obtain from private sources the intermediate and long-term credit required 
for general progress and normal growth. Paramount in SBA’s function is its 
financial counseling assistance made available to all small firms, directing them 
to private sources of credit, thus minimizing the need for Government credit. and 
in finding solutions to other financial problems when the need for additional 
outside financing is not indicated. 

The Small Business Act of 1953 empowered the Small Business Administration 
to make loans to enable small-business concerns to finance plant construction, 
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conversion, or expansion, including the acquisition of land or to finance the 
acquisition of equipment, facilities, machinery, supplies, or materials or to supply 
such concerns with working capital to be used in the manufacture of articles, 
equipment, supplies, or materials for war, defense, or essential civilian produc- 
tion or as may be necessary to insure a well-balanced national economy. The 
original act provided that no loan could be made to any one borrower for 
more than $150,000 or for longer than 10 years except in the case of construction 
loans, where the period may be for such additional time as is required to com- 
plete the construction. All such loans must be of such sound value or so secured 
as reasonably to assure repayment. 

The 1955 amendment to the act increased the amount of a loan which could 
be made to one borrower to $250,000 and also made possible loans to corporations 
formed and capitalized by small-business concerns for the purpose of establishing 
facilities in and through such corporation to produce or secure raw materials 
or supplies. In such cases, the maximum amount of SBA’s share in the loan 
may be $250,000 multiplied by the number of small businesses which have formed 
and capitalized the corporation. 

Congress, in the 1953 act, also empowered the Small Business Administration 
to make loans for the relief of individuals, businesses, or institutions suffering 
losses because of floods or other disasters. The 1955 amendment added the 
reponsibility to make loans to small-business concerns for the relief of economic 
injury suffered as a result of drought in areas designated as drought areas by 
the President or the Secretary of Agriculture. 

The general policies under which the Small Business Administration authorizes 
both business and disaster loans are determined by a three-member Loan Policy 
Board for which provision is made in the Small Business Act, and its amendment. 
This Board is composed of SBA’s Administrator as Chairman and the Secre- 
taries of Treasury and Commerce and has the responsibility for establishing gen- 
eral policies to govern the granting and denial of applications for financial assist- 
ance by the agency. At the same time, it provides a means of coordinating the 
agency’s policies with those of other Government departments which have basic 
fiscal responsibility and duties closely related to and affected by those of the 
Small Business Administration. The Board does not supervise the administra- 
tive activities of the Small Business Administration nor take any other part 
in its management. It neither reviews loans nor makes any determination with 
respect to them. Its concern is entirely with developing the overall lending poli- 
cies of the agency. 

The Loan Policy Board made the decision in August 1953 to defer the accept- 
ance of loan applications until after September 28, 1953, when the lending 
authority of the Reconstruction Finance Corporation expired. In the interim 
all applications were referred to that agency. This decision was made to give 
SBA time to set up its lending organization and to avoid having two Government 
agencies operating similar lending programs at the same time. 

The first policy statement issued by the Loan Policy Board, on September 16, 
1953, gave preference to loans to manufacturers or processors of materials and 
products for military and essential civilian purposes and declared ineligible 
loans to certain types of industries or for certain purposes which were not 
considered to be in the public interest. 

A revised statement, dated November 16, 1953, eliminated the preference 
formerly given to manufacturers and made possible loans to all kinds of busi- 
ness concerns on an equal basis except those specific types of businesses which 
had previously been excluded as not coming within the purview of the intent of 
the act. A later amendment, dated December 21, 1953, permitted use of funds 
to refinance indebtedness to a Government instrumentality which would enable 
a firm owing money to RFC to obtain funds partially to refinance that loan. 

The Loan Policy Board on December 21, 1953, also issued a public statement 
of loan policy and an explanation of loan procedures. It contained a list of 
practical credit requirements such as “Applicant must be of good character; 
there must be evidence the applicant has the ability to operate his business 
successfully ; and the applicant must have enough capital in the business so that, 
with the assistance from SBA, it would be able to operate on a sound financial 
basis.” 

Since that date there have been minor revisions to the policy to permit SBA 
to make loans to bona fide businesses located in recreational areas (such loans 
had previously been excluded as recreational facilities) ; to effect a change of 
ownership in a business where such change was necessary to the continued 
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existence of that business; and for modernization and operation of four-wall 
theaters. This latter change recognized the economic value of theaters in 
bringing trade to other businesses within the area in which the theater was 
located. 

In addition to the activities specifically authorized in the Small Business Act 
of 1953, as amended, the Small Business Administration, as a part of its finan- 
cial assistance operations, is cooperating with the Fish and Wildlife Service of 
the Department of the Interior in the administration of that Department’s 
fisheries’ loan program. Small Business Administration develops the necessary 
credit information for such loans which are closed and administered through 
its regional offices. 

Its regional offices are also servicing the liquidating disaster loans made by 
the Reconstruction Finance Corporation which were transferred to the Small 
Business Administration by Reorganization Plan No. 2 of 1954. The agency 
has been working closely with the Housing and Home Finance Agency in con- 
nection with its community facilities disposal program to determine whether the 
Small Business Administration loans may be made available to purchasers of 
Government-owned business properties held for disposal by that agency and 
with the Medical Facilities Branch of the Department of Health, Education, and 
Welfare in developing a program of loans to proprietary hospitals, nursing 
homes, and medical and dental laboratories. 

Loans made by the Small Business Administration are disbursed from a 
revolving fund maintained in the Treasury. For this purpose, $150 million was 
originally authorized as the maximum amount which could be outstanding at 
any one time for business loans and $25 million for disaster loans. This limi- 
tation was subsequently raised to $230 million for business loans and $125 mil- 
lion for disaster loans. This is an authorization only and is subject to direct 
appropriation. The agency pays into miscellaneous receipts of the Treasury, 
at the close of each fiscal year, interest on the net amount of the cash dis- 
bursements drawn from the Treasury at a rate based on the current average 
rate on outstanding interest bearing, marketable, public debt obligations of 
the United States of comparable maturities. 

A more specific description of the Small Business Administration's financial 
assistance program follows: 


Financial counseling 


The Small Business Administration operates on the premise that it is the 
intent of Congress that Government funds should be loaned only after all other 
possible avenues for solving a small firm’s financial problems have been ex- 
plored. Frequently these firms do not need a loan but are most in need of 
counseling on financial management problems. Often they do not have the 
resources available to larger firms to obtain this specialized service in solving 
their financial problems. In such cases the Small Business Administration pro- 
vides this assistance through its financial counseling program. 

In response to requests fer aid, or in examining applications for SBA loans, 
consideration is given to (1) possible means of obtaining private credit on 
reasonable terms; (2) possible assistance available from local development cor- 
porations; (3) various alternative plans for financing production; (4) adequacy 
of accounting and auditing methods and other aspects of financial management; 
(5) means of increasing equity capital; (6) eligibility for V-loan financing of 
defense contracts; (7) feasibility of obtaining advance or partial payments on 
contracts. 

Often the problem is undercapitalization or perhaps a need for liquidation of 
inventory or obsolete equipment, revision of credit policies or a change in prod- 
uct pricing principles. In other instances a contemplated expansion may not 
be justified. A firm’s product line may be too broad or too limited or its sales 
policies may need review. 

These are a few of the possible factors considered by the agency's specialists 
in counseling small businesses which have financial problems. 

In many cases the financial specialists in the agency’s regional and branch 
offices assist in presenting the business’s application for a loan to his local 
bank, often accompanying the company’s representatives in their negotiations 
with that bank. Many times the proper presentation of the company’s financial 
position through guidance of SBA’s financial specialists has resulted in banks 
approving loans to these firms after they had previously refused to provide 
such credit. 
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Loans to business concerns 

Section 207 (a) of the Small Business Act of 1953, as amended, gives the Small 
Business Administration authority to make loans to small firms when credit is 
not otherwise available to them on reasonable terms. To the greatest extent 
possible and in keeping with the requirements of the Small Business Act, this 
agency seeks to provide the necessary credit to small concerns in cooperation with 
private lending institutions. The act provides that no immediate participation 
may be purchased unless it is shown that a deferred participation is not avail- 
able and no direct loan may be made unless it is shown that a participation is 
not available. Proof must be shown that a bank will not make the loan applied 
for or, if a direct loan is requested, that a participation is not available. 

In the operation of the lending program, applications for loans are accepted by 
SBA regional and branch offices. Financial specialists in these offices make the 
necessary investigation of the applicant's operations, credit standing, and repay- 
ment prospects; and generally visit the plant or place of business of the appli- 
cant. During this visit he may examine the books of record, interview key per- 
sonnel, examine the physical plant and contact the applicant’s bank of account. 
Often the agency's technical staff is called upon to appraise collateral involved 
or to analyze a plant's operating efliciency. 

Thereafter, a brief report is written by the financial specialist in which he 
makes a recommendation as to appropriate action to be taken on the loan and, 
if recommended for approval, the recommended terms of that loan. This report 
is reviewed by the financial assistance chief and regional director who may con- 
cur in the recommendation or recommend some other action. 

The regional director may approve or decline any loan through $20,000 where 
there is concurrence as to the action to be taken by the processing financial 
specialist, financial assistance chief and regional director. He can also approve, 
under the same conditions, participation loans through $100,000 when there is 
at least 25 percent bank participation. Regardless of the amount of the loan, if 
there is a difference of opinion between the financial specialist, regional financial 
assistance chief and regional director, the lonn must be forwarded to Washing- 
ton for action. 

When a lean is approved, a formal authorization is prepared and sent to the 
borrower outlining the loan terms and conditions to be met before disbursement 
can be made, Besides setting the terms of repayment, this may include a mort- 
gage on real estate or equipment, p rsonal guaranties, standbys on indebtedness 
due owners or officers and limitations on salaries and capital expenditures. 
Actual disbursement is made on a loan when the borrower has satisfactorily met 
the loan terms. Every effort is made, however, by the Small Business Adminis- 
tration’s staff members to expedite the closing of a loan and disbursement of 
funds. 

Participation loans 

The Small Business Administration makes two general types of participation 
loans, deferred and immediate. In a deferred participation loan the participat- 
ing financial institution makes and administers the entire loan with the Small 
Business Administration agreeing to purchase from the bank at any time, on 
demand, an agreed portion of the then outstanding balance of the loan. By law 
the maximum agency participation in a loan on a deferred basis is 90 percent. 
In return for the agency’s agreement to participate in the loan, the lending 
institution pays a small fee. The fee is charged only on the outstanding balance 
of the Small Business Administration’s portion of the loan, and, of course, is 
discontinued when and if the agency is called upon to purchase its share of 
the participation. The agency’s fees for deferred participations are designed to 
encourage the maximum participation by lending institutions. These fees are 
as follows: 1 percent per annum on agency participation up to and including 
50 percent; 114% percent per annum on agency participation in excess of 50 per- 
cent but not in excess of 75 percent; and 2 percent per annum on agency partici- 
pation in excess of 75 percent, up to the agency’s maximum participation of 90 
percent. 

In an immediate participation loan the Small Business Administration agrees 
to purchase immediately an agreed percentage of the loan which has been ap- 
proved by both the agency and the participating lending institution. The loan 
may be serviced either by the bank or the SBA, as the bank may elect. 

Participation type loans are mutually advantageous to the small-business man, 
the participating institution, and the Small Business Administration. A bank 
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participation loan provides a small-business borrower the opportunity of build. 
ing up a satisfactory credit record with the bank, maintaining his relations with 
that bank and, after the loan is repaid, the bank has a firmer basis for extend. 
ing necessary credit without enlisting the aid of the Government. Thus, the 
bank participation-type loan is of more assistance to the small-business man 
than a direct Government loan. 

Of interest to the taxpayer is the fact that a majority of the agency’s share 
in a deferred participation loan probably never will be withdrawn from the 
Treasury and the cost of processing such loan applications is reduced. Of bene- 
fit to the bank in the participation-type loan is its assurance of a fair rate on 
money loaned, a broadening of its lending activity while maintaining liquidity 
and ability to give better service to its depositors. Banks in every State of the 
Union, as well as in Alaska, the District of Columbia, Puerto Rico, and Hawaii, 
have made loans to sma))-business concerns with varying percentages of partici- 
pation by this agency. At present more than 70 percent of the loans approved 
by the Small Business Administration have been made in participation with 
private lending institutions. 

Limited loan participation program 

Early in 1956, the Small Business Administration put into effect a new 
program designated as the limited loan participation program. This is designed 
especially to assist small retailers, wholesale distributors and service establish- 
ments. As a rule, small concerns in these fields have little in the way of tangi- 
ble collateral which they can pledge for a loan. However, they often have a 
good earnings record, competent management and a creditable record with local 
banks for meeting their obligations. They are frequently in need of term loans 
to modernize their facilities, expand their business or for other purposes. 

Under the limited loan participation program, the Small Business Adminis- 
tration will participate with a bank in a loan to a small retailer, wholesale 
service establishment or other business up to a maximum of $15,000 or 75 
percent of the total amount of the loan, whichever is the lesser. Generally, 
the participating bank’s share in the loan must represent additional exposure 
on the part of the bank equal to not less than 25 percent of the total amount of 
the loan. However, if the bank has outstanding a short term loan to the bor- 
rower or a longer term loan on which repayments have been made promptly 
as orginally scheduled, this loan may be substituted for the new money require- 
ment or included in computing the bank’s participation in the loan. In either 
case the bank’s share in the loan must be equal to at least the outstanding loan 
to be refunded with a part of the new loan or 25 percent of the total amount 
of the full loan, whichever is the larger. 

The maximum maturities on such participation loans are 5 years with a 
monthly repayment schedule, including interest, at a rate to be set by the bank 
at not more than 6 percent per annum. 

Presently, about 25 percent of the loans made through this agency have been 
this type of loan. Regional offices, through special procedures established for 
handling such loans, are able to take action on the average application within 
2 to 3 days after it is received. 

Direct loans 

As previously stated, a direct loan is made by this agency only after it has 
been determined that a bank participation is not available. This does not 
necessarily mean that because a bank has declined to make the loan in its en- 
tirety or in participation with the Small Business Administration, that the loan 
will not be as sound as one made with the bank. There are several factors 
which may have caused the bank to decline to cooperate in the loan. It may 
not be. willing to participate in a loan for a longer term than 90 days or a year; 
the loan may exceed its legal lending limit; or there may be other reasons why 
the bank is not interested in making the loan. 

In the granting of direct loans, this agency applies the most liberal criteria 
possible consistent with sound credit principles with full recognition of its 
responsibility to protect and preserve Government funds. 


Pool loans 

So-called pool loans are those made to a corporation formed and capitalized 
by a group of small business for the purpose of producing or securing raw 
materials. Such loans may be made either in participation with a bank or 
on a direct basis if a participation is not available. There has been little activity 
so far in this program but those loans made have proven to be of considerable 
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penefit to the businesses making up the pools in helping them to acquire raw 
materials and achieving a stabilized market for their products, This stabiliza- 
tion has been made possible because of the ability of the businesses with ade- 
quate financing to hold their processed items for orderly distribution rather than 
dumping them seasonally, as raw material may become available. It is expected 
that as this program becomes better known considerably more applications will 
be received. 


Disaster loans 

Section 207 (b) of the Small Business Act of 1953, as amended, gives the 
Small Business Administration authority to make loans to assist owners of 
homes and businesses which have been damaged or destroyed by floods or other 
natural disasters. There is no statutory limit on the amount which can be 
loaned to a single borrower but such loans are made only to the extent of the 
actual loss not covered by insurance. 

In the operation of the program, when a disaster occurs an immediate survey 
is made by SBA personnel to determine the extent of damage and whether a 
declaration of the area affected as a disaster area is justified. After declaration, 
and When warranted, emergency field offices may be established for expeditious 
handling of applications received, or, in smaller disasters, the applications may 
be processed through a regional or branch office. 

Since a disaster loan is intended as a rehabilitation measure, much more 
liberal credit standards are applied to their consideration than would be prudent 
for the agency’s business loans. However, it is recognized that the financial 
assistance given are loans and that this agency has no authority to make grants. 
The Small Business Administration, therefore, is unable to provide all of the 
assistance needed when it is evident that the victims of the disaster do not 
have the ability to repay the loan. In such cases the agency maintains a close 
working relationship with the Red Cross and has been successful in arranging 
help from that agency. In some instances the Red Cross provides part of the 
funds needed and the Small Business Administration lends the balance to 
rehabilitate a home or property. 

The staff of the Small Business Administration is limited, and a large disaster 
creates a serious stafling problem since personnel usually must be rushed to man 
emergency offices or to reinforce the staff of existing offices. To alleviate this 
situation and to provide needed financial assistance quickly to disaster victims, 
arrangements have been made through the American Bankers Association and 
its various State organizations to enlist the aid of local banks in disaster areas in 
accepting applications for disaster loans and to provide bank personnel to work 
with SBA employees in emergency disaster offices. This arrangement has proven 
to be very successful and without the assistance given by the banks it is doubtful 
that this agency would have been able to provide the financial requirements of 
disaster victims in some of the larger disasters as expeditiously as Was done. 

Banks also have been very receptive to a participation plan developed to 
reduce the load on the emergency disaster offices. Under this plan, a bank 
agrees to make a loan to the disaster victim in participation with the Small 
Business Administration and has been given authority to approve such loans 
within certain limits without referring them to the Small Business Administra- 
tion except for clearance as to eligibility of purpose. Under this plan, the hank 
accepts the application, makes a credit investigation and makes and services 
the loan. 


Drought disaster loans 


Included in section 207 (b) of the 1955 amendment to the Small Business Act 
of 1953 was authority to make drought disaster loans for the relief of small 
business concerns economically injured as a result of drought conditions in areas 
declared drought areas by the President or the Secretary of Agricuiture. Such 
injury may have resulted from a loss of business as a result of the drought, 
inability of farmer-customers to retire their financial obligations to small business 
concerns or through a loss of raw material by those firms processing agricul- 
tural products or the failure to obtain enough water for continued operations. 
For the most part, loans granted are confined to working capital purposes, how- 
ever, refinancing of indebtedness on which delinquencies are directly attributable 
to the drought is permissible. Loans may be used to replenish normal inven- 
tories but cannot be made for expansion of facilities. 

There is no dollar limit in the Small Business Act on the amount of a loan 
which can be made for drought relief. The size of the loan is determined by 
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the needs of the borrower for continued operations until the drought is broken, 
In this program, too, arrangements have been made for local banks to accept and 
process applications received, thereby reducing the cost to the Government of 
the operation of the program. 


SMALL BUSINESS ADMINISTRATION FINANCIAL ASSISTANCE ACTIVITY SUMMARY 


BUSINESS LOANS 


The Small Business Administration’s lending program has been marked by 
steadily increasing activity since the agency first began accepting applications 
on September 29, 1953. 

In almost 4 years of lending activity, a total of 15,377 business loan applica- 
tions for $845,022,000 have been received. More than 35 percent of these, or 
5,689, were received during the first 10 months of the present fiscal year. (Ap 
pendix A shows a comparison by fiscal years. ) 

The continued increase in loan applications appears to be due to several factors: 

1. The present high level of business activity has resulted in an enormous de- 
mand for credit. Although bank credit has expanded to meet this demand, the 
volume of loan applications coming to the Small Business Administration contin- 
ues at an increased rate. 

2. The favorable acceptance of the Small Business Administration’s limited 
loan participation plan. 

3. Within recent months the Small Business Administration’s Loan Policy 
Board has extended loan eligibility to certain types of firms which previously 
were excluded from the loan program, such as privately owned hospitals and 
nursing homes which are operated for profit, and four-wall motion-picture 
theaters. 

4. Another tremendously important factor in the heightened loan activity is 
the fact that banks are steadily growing better acquainted with the Small Busi- 
ness Administration’s programs and services, and are calling upon it to help 
with the credit needs of the small firms they serve. 

Currently almost 60 percent of all applications acted upon result in loan 
approvals. Through April 30, 1957, 6,448 loans, for a gross amount of $294,618,- 
000, had been approved. 

A large proportion, or about 70 percent, of the 6,448 business loans approved 
were with bank participation. Of these, 2,086 loans, in a gross amount of $990,- 
141,166, were on a deferred basis in which the bank disbursed its own funds with 
a guaranty from the Small Business Administration to purchase its portion of the 
loan at any time on demand; and 2,453 loans, for a gross amount of $122,029,551, 
were immediate participation loans. In these latter participations, the Small 
Business Administration immediately purchased its portion of the amount to be 
disbursed and the loan is generally made and serviced by the participating bank. 
The net amount of the SBA share in participation loans was $66,846,939 in de- 
ferred participation loans and $95,506,044 in immediate participation loans. It 
is anticipated that the Government will be called upon to disburse very little of 
the amount involved in deferred participations. 

In recent months, due to the short money supply in the country relative to 


the demand for loans, a marked change has been shown in the proportion of 


deferred participation loans approved by this agency. In the last fiscal year 
participation loans were distributed approximately evenly between immediate 
and deferred participations. In the first 10 months of this fiscal year less than 
one-third of all the participation loans approved were on a deferred basis 


Limited loan participation 

Included in the total number of participation loans approved were 1,621 loans 
made under the limited loan participation plan, which was put into effect on 
January 1, 1956. In these loans the Government's share cannot exceed $15,000 
or 75 percent of the loan, whichever is the lesser, and the term of the loan is 
limited to 5 years. The program has been well received by the banks in the 
country. It was designed to assist small retailers, wholesale distributors, service 
establishments, and other small business concerns which were unable to obtain 
their full credit needs from private sources because of limited collateral which 
could be pledged to secure a loan. In approving such loans the Small Business 
Administration relies heavily upon the banks’ knowledge of the credit worthi- 
ness of the businesses in their localities. 
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Pool loans 

To date only two applications have been received under the so-called pool loan 
program, both of which were approved. These loans are made to corporations 
formed and capitalized by a group of small business concerns for the purpose 
of producing or acquiring raw materials. They are limited by the Small Busi 
ness Act of 1953, as amended, to a maximum of $250,000 to any one corporation 
multiplied by the number of small businesses which have established and capi 
talized that corporation. 

The first loan made under this program was for $700,000 to the Maine Starch 
Sales Co., of Presque, Isle, Maine. The 19 member firms of the coporation are 
using the loan to purchase potatoes for conversion into starch and to make 
possible the holding of the resulting starch until it can be disposed of in an 
orderly market. The loan has served to further the Government’s diversionary 
program for the marketing of potatoes and to encourage the Maine plants to 
develop methods for producing potato starch on a competitive basis with corn 
and other starches. 

The second pool loan was made to the Boston Fisheries Co., Ine., Boston, 
Mass., in the amount of $1 million. In this loan, funds are advanced against 
the market value for processed fish placed in cold storage by the members of 
the corporation. This enables them to purchase additional supplies of fish for 
processing when they are available and to market their product in an orderly 
manner throughout the year instead of dumping them during the peak season 
when the market is less favorable. 

While the number of applications for pool loans has not been large, it is 
anticipated that when the organization of other corporations can be worked out 
and plans of operations developed, many more applications will be forthcoming. 
Regional authority 

In order to speed the processing of applications from small business concerns 
and to make available the loan funds in the shortest time possible, regional 
directors have been given authority to approve all LLP loans and any loan 
through $20,000 and any bank participation loan through $100,000 when there 
is at least 25 percent bank participation, of which 50 percent is new money. 
Regional directors are permitted to redelegate their authority to branch man- 
agers to approve any limited loan participation without referral to the regional 
office or Washington. In the exercise of the above authority, it is required 
that there be substantial concurrence in the action to be taken by the processing 
financial specialist, the Chief of the Financial Assistance Division and. the 
regional director. Where the amounts of the loans exceed the amounts stated 
above or where there may exist a difference of opinion as to the final action 
to be taken, the loans must be submitted to Washington for action. 
Disbursements 

Of the 6445 business loans approved, 945 were subsequently canceled in full 
and of the balance, SO percent, or 4.437, had been disbursed on April 30, 1957 
Cancellations were principally for the reason that applicants were able to make 
other arrangements for needed funds from private sources or, because of changed 


circumstances, found that the loans were not needed when made available. 
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As a part of its disaster loan program, the Small Business Administration is 
placing special emphasis on financial assistance in drought areas to concerus 
Which have suffered economic injury as a result of dronght conditions. Throu 
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April 30, 1937, 101 such loans for $2,171,136, have been approved. Banks in the 
drought areas have agreed to assist in this program by accepting drought loan 
applications and providing necessary credit information for proper considera- 
tion of the loan request. Arrangements have also been made for local advisory 
committees, composed of bankers and businessmen, to assist in evaluating these 
drought loan applications. 

In addition, the Small Business Administration has offered to assist loca] 
development corporations in drought areas in financing the construction of indus- 
trial buildings to induce new businesses to locate in their areas to provide 
employment for persons whose income has been shut off because of the drought. 


STAFFING AUTHORIZATIONS AND REVOLVING FUND 
Staffing 

The Small Business Administration’s 1957 budget was based on the anticipated 
receipt of approximately 350 business loan applications a month, as compared 
with an average of 340 applications received in fiscal year 1956. Instead, 
applications this fiscal year have averaged more than 550 per month and reached 
a high of 702 in March. To help cope with this doubling of applications and the 
proportionate increase in loans to be closed and serviced, the Bureau of the 
Budget reapportioned the agency’s administrative funds so that employees 
could be obtained from other Government agencies on a reimbursable basis 
during the second quarter of the fiscal year. In this way, the agency was able 
to obtain the temporary services of 55 technical and 43 clerical employees. 

With further increases in applications in prospect, it became apparent that 
an effort should be made to obain a more permanent staff to handle the workload 
than was possible through borrowing of personnel from other Government 
agencies. The Bureau of the Budget, therefore, again reapportioned the agency’s 
funds to permit the recruitment of additional financial assistance staff members. 
Congress, in a supplemental appropriation signed by the President on April 22, 
1957, appropriated funds to make up the shortage of the fourth quarter and to 
permit the agency to staff for a workload average of 700 applications for the 
remainder of the fiscal year. 

Revolving fund 

Secause of the unanticipated increase in demand for business loans, it was 
necessary to ask the Congress to increase the legislative limitation of $150 million 
on the agency’s business loans outstanding. Public Law 85-4, approved Feb- 
ruary 11, 1957, raised this limitation to $230 million. This is in addition to the 
$125 million authorized for disaster loans. 

Due to the increased demand, the agency’s revolving fund for loans was also 
being depleted at a more rapid rate than was originally estimated and a supple- 
mental appropriation of $50 million was requested. This amount was adjusted 
to $45 million by the Congress and was included in the urgency deficiency appro- 
priation bill, H. R. 4249, which was signed by the President on April 22, 1957. 

In the meantime, because of the shortage of funds, and the unknown demand 
for disaster loans, principally from the floods in Kentucky, Virginia, and West 
Virginia, the approval of business loans was stopped on February 1, 1957. Field 
offices were instructed to inform applicants whose loans otherwise would be 
approved that their loans had been given favorable consideration but that formal 
approval could not be given until funds became available. 

Accordingly, except to meet emergency situations, no business loan could be 
formally approved during the more than 2%, month period from February 1 
until April 22, 1957. In the meantime, favorable consideration had been given 
to 475 business loans totaling $35,502,200 to small firms. Formal approval of 
these loans was given as soon as possible after April 22, 1957. 

The total amount of these loan commitments was a gross figure, including both 
the amount of Government funds committed and private funds from bank 
participation loans. On a net basis, the amount of Government funds commit- 
ted was about $30,200,000. This left approximately $22 million in the revolving 
fund, including repayments received on loans previously disbursed and a small 
reserve which had been held for disaster loans. 

If the present level of loan approvals continues, it is probable that by the end of 
June of this year the existing revolving fund will be fully committed and this 
agency will again be in the position of being unable to approve further loans 
unless additional funds are appropriated. 
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APPENDIX A.—SBA lending activities 
[Dollars are in thousands] 


BUSINESS 


1954 1955 1956 10 months, 1957 


Number | Amount | Number | Amount | Number } Amount 
| | 


Received 2,2 $138, 382 3, < $177, 383 , 081 | $209, 814 5, 689 | 
Approved : ; ; 55, 975 , 915 81,977 | 2. 883 8, 
Declined 755 43, 778 116, 269 , 449 | 79, 732 2, 052 31, 937 


Received 247 c : 20% ; | 230 i. 460 
Approved 5 742 < 3, 109 
Declined : Ne 2, 237 ; , 693 


Received 2, 536 12! , $189, 586 j , 246 | $333, 903 
Approved - . : 2, 25 63, 848 5, 7 , 160 139, 036 
Declined _ - 793 , 22 118, 506 , 795 88, 2, 220 133, 630 


SMALL BUSINESS ADMINISTRATION PROGRAMS OF PROCUREMENT AND TECHNICAL 
ASSISTANCE TO SMALL BUSINESS 


I. INTRODUCTORY REMARKS 


The passage of the Small Business Act of 1953 by the 838d Congress gave 
recognition to a growing national awareness that unless the small business seg- 
ment of the national economy was afforded positive measures for assistance, the 
outlook of small-business men was uncertain. This act, in effect creating the 
Small Business Administration, was the culmination of a decade of attempts by 
business and legislative leadership and Government departments and agencies 
to aid small business. A national program, based on a policy enunciated by 
Congress, was in this act established with the stated objective of preservation 
of free, competitive, small business enterprise, of insuring that a fair proportion 
of Government purchases of supplies and services would be placed with small 
business, and that the Government would aid, counsel, and assist and protect, 
insofar aus possible, the interests of small business. 

This national legislation, designed to provide the kind of Government service 
that would meet the specific needs of individual small business concerns, was 
extended to June 30, 1957, by the 84th Congress, Ist session, by the passage of 
Public Law 268. In this extension the original act was amended in several 
instances. 

The Small Business Administration is primarily a service organization, provid- 
ing financial, procurement, managerial, and technical assistance to individual 
small businesses requesting such aid. 

In setting forth that the Small Business Administration was established to 
carry out the policy of Congress in order that * the interest of small-busi- 
ness enterprises may be recognized, protected, and preserved *” it was indi- 
cated that the Small Business Administration should consult and cooperate 
With other Government departments and agencies. The act, and hearings and 
reports preceding this legislation clearly indicate that the intent of Congress is 
to muke the Small Business Administration the spokesman for small business in 
the establishment of policy and an advocate in the correction of particular prob- 
lems of small business. 

To carry out this policy, Congress provided specifically for certain programs 
Wherein the Small Business Administration exercised complete control. In other 
instances, the agency is not given complete jurisdiction but is directed to coop- 
erate and consult with other agencies of the Government. 
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The Small Business Act of 1953, as amended, gives the Small Business Ad- 
ministration itself the authority, in addition to making business and disaster 
loans, (1) to determine and cooperatively set aside for award to small firms, 
all or any part of a proposed procurement; (2) to provide technical and mana- 
gerial aids to small firms; (38) to enter into contracts with Government procure- 
ment agencies; (4) to make an inventory of all production facilities of small 
firms; (5) to certify as to capacity and credit to perform a specific Government 
procurement contract, and (6) to certify as to size of business concerns. 

The Small Business Administration is directed to consult and cooperate with 
other agencies and to recommend policies which would be beneficial to small 
firms; to consult and cooperate with officers of the Government having procure- 
ment powers; to encourage the letting of subcontracts by prime contractors; 
to make studies and recommendations to appropriate agencies to insure that 
a fair proportion of total purchases and contracts be placed with small business 
enterprises; to consult and cooperate with all Government agencies for the 
purpose of insuring that small business concerns receive fair and reasonable 
treatment; and to make recommendations concerning the effect of price, credit, 
and other controls imposed on small business under war or defense programs, 

By drawing on the technical staff and research facilities of other Government 
departments, the Small Business Administration is placed in the position to 
render an effective job of helping small business without duplication of efforts 
on the part of either the Small Business Administration or other Government 
departments. 

Furthermore, this cooperative undertaking with respect to various Govern- 
ment departments—and particularly with reference to activities of procurement 
and managerial and technical aids—provides tangible evidence that the Small 
Business Administration is directing its program activities to bring about close 
and cooperative working relationships in recognition of the intent of Congress, 
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PROCUREMENT AND TECIINICAL ASSISTANCE ACTIVITIES 






















Exhibit A provides a summary of progress and accomplishments of the Small 
Business Administration. This summary shows the cumulative results of pro- 
grams since the Agency started operations in August 1953. A review of the 
6-month period ending December 1956, and a comparable period for the pre- 
vious year is also given. The details relative to programs are discussed in a 
later part of this report. 

In brief, highlights reflected in exhibit A show : 

A. The number of set-aside actions increased 120 percent for the 6 months end- 
ing December 1956 compared with the 6 months of the previous year. 

B. A substantial increase is recorded for contract awards resulting from 
these set-asides, the increase over the similar period a year ago amounting to 
69 percent. 

C. Corresponding increases were recorded in the dollar value of set-asides 
and awards. The value of set-asides increased 79 percent and the value ot 
awards increased 358 percent. 

D. The increased emphasis that was directed to developing subcontract oppor- 
tunities is reflected in the 65 percent increase in the number of contacts made 
during the 6 months ending December 1956, as compared with the previous 6 
months. During this same period, subcontracting opportunity referrals were 
made to around double the number of small firms reached by referrals for the 
comparable period of the previous year. 

I. The number of firms assisted to bid on specific procurements increased 
SS percent. 


eA 91 percent increase is marked for additional sources of supply on 
bidders’ lists 

G. The number of applications received for certificates of competency increased 
29 percent and COC'’s issued is 37 percent greater The value of COC'’s issued 
in the 6 months ending December 1956 was 382 percent more than for the com 


parable previous year. 

H. The increasing number of loans and other types of small business cases 
involving technical production assistance is observed in the 36 percent increase 
in engineering surveys related to these items 

I. SBA Small Business publications are being requested in increasing numbers 
as small firms become aware of their availability. The most significant increase 
is with respect to the technical aids series. While the number distributed in 
this series increased 785 percent over the similar period for the previous year, 
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this is not a complete reflection of increase in demand. As with other publica- 
tions in the aids series, the greatest distribution is of new issues. In the pre- 
vious period (July 1—December 31, 1955) because of difficulty in obtaining suitable 
manuscripts, no new issues were released, whereas during the same period 
of 1956, there were three releases. 

Another pronounced increase was recorded in the sales of the United States 
Government Specifications Directory, an increase of 680 percent, largely due 
to the publicity it received at the small business opportunity meetings during the 
fall of 1956. The overall total of SBA publications distributed during the 6 
months ending December 1956 is 445,400 copies. Since August 1955, a grand 
total of 2,976,000 copies have been distributed. 

J. There has been a 56 percent increase in the number of requests to the 
Agency for products assistance. A total of 459 new products was listed in the 
Agency's Products List Circular during the 6 months covered by this report, 
and 1,371 requests were received by the Agency for information and data on the 
items so listed. 


III. PROCUREMENT ASSISTANCE TO SMALL BUSINESS 


Progress has been made by the Agency to strengthen and expand the programs 
of aiding, counseling, and assisting small-business concerns to participate in 
purchases and contracts for supplies and services for the Government. The 
Small Business Administration recognizes fully, however, that the optimum re- 
sults with respect to assistance to small business in achieving a fair proportion 
of Government contracts and in participation in subcontracting opportunities 
still remains to be obtained (exhibit A). 

The most persistent problem continues to be how best to divide the available 
manpower in order to meet all of the many requests arising throughout the coun- 
try for this assistance and to fulfill the various functions required in extending 
procurement assistance to small firms. 


A. Joit set-asides; the joint determination program 

The SBA cooperative program of set-asides for small business was begun 
August 1953. The increasing tempo of activity and progress in the program is 
reflected in the data on proposed set-asides initiated by SBA, set-asides agreed 
to by procuring officials, and contracts awarded to small business as a result 
of these set-asides (exhibit B). 

Exhibit B provides these data by 6-month periods, starting with the last 
half of fiscal year 1954, continuing through December 1956. A compilation of 
awards under the joint set-aside program, by States, cumulative through 
December 25, 1956, is given in exhibit C, 

In the table of exhibit B, for the period July-December 1953, SBA proposed 733 
set-usides for small business covering purchases totaling about $180 million 
For the 6 months ending December 1956, there were 4,892 set-aside actions, total- 
ing $381 million. The fact that a substantial increase is reflected in initiated 
set-asides, an increase of 567 percent, is indicative that SBA procedures are be- 
coming increasingly effective. The dollar volume of these initiated set-asides 
increased 112 percent. 

Inasmuch as SBA was just getting underway in 1953 and due to normal lag 
time, data would include statistics of Small Defense Plants Administration for 
the period of July-December 1953. Therefore, the period of July-December 1954 
has been taken for comparative purposes of this statement. 

In using these data for purposes of contrast between selected periods of time, 
it was kept in mind that there is a uormal timelag between the initiation of 
the set-aside and award of contract. Because of this lag, a misleading con 
clusion is possible in comparing awards for a selected period with the initiated 
set-asides for that period. On the other hand, contrasting initiated set-asides, 
set-usides agreed to, and procurement awards between like calendar periods 
does permit a measure of progress and accomplishment 

In comparing the period of July-December 1954 to the July-December 1956 
period, set-asides initiated increased from 1,552 to 4,892, an increase amounting 
to 219 percent. For these same periods the dollar value of initiated set-asides 
increased 91 percent, from $199 million to S381 million. The dollar value 
measure of set-asides as reflected by data for these 2 periods discloses a sub 
stantial progress of 801 percent increase in the number of procurement awards, 
With the dollar value increasing from $71 million to $218 million, an equivalent 
increase of 206 percent. 
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The joint set-aside program is carried out by the Small Business Administra- 
tion with the cooperation of Government agencies having procurement au- 
thorities and related requirements. Section 214, Public Law 163, as amended, 
empowers the SBA and Government contracting officers to set aside proposed 
procurements for competition among, and award to small-business concerns 
when the procurement agencies concur that such action is in the interest of main- 
taining or mobilizing the Nation’s full productive capacity or is in the interest 
of war or national defense programs. 

This program is directed toward the discharge of their common responsibili- 
ties: that a fair proportion of total purchases and contracts for supplies and 
services of the Government shall be placed with small-business concerns. It 
provides the means to assure small businesses an opportunity to compete with 
other small businesses for procurements which have been exclusively earmarked 
for small firms. This program accomplishes this objective of increasing the 
number of items acceptable for restriction to small-business competition. This, 
in turn, broadens the base by increasing the number of small-business bidders 
and suppliers. 

To carry out the program, the Small Business Administration has assigned 
representatives to certain major Government purchasing offices. These repre- 
sentatives review proposed purchases, determine the type of facilities needed to 
produce the items, evaluate the prospects for small-business competition, and 
advise procurement officials of those which they believe should be earmarked 
for competition exclusively among small firms. The entire purchase can be 
set aside for small-business firms by restricted advertising. Or, partial quanti- 
ties of the total proposed requirements can be set aside after the contracting 
official has determined the economical production run that will produce a fair 
price to the Government. Small business then must engage in open competition 
for the unrestricted portion to be eligible for consideration for any award of the 
part reserved for award by negotiation. 

Coverage of purchasing offices by SBA personnel has been increased to 140 
military and civilian installations. During the July-December period of 1956 
for instance, coverage was extended to 53 additional offices. Joint set-asides 
operations are carried on at these 140 installations by 16 full-time representa- 
tives, and 21 who can devote but part of their time to the activity due to other 
pressing assignments, such as counseling small firms or aiding them to resolve 
problems at purchasing offices. 

In order to render the greatest assistance to small-business firms within the 
limitation of available personnel, the agency’s main effort has been directed at 
covering the larger procurement installations. Appended is a list of procure- 
ment installations where joint set-asides for small business were made during 
the first half of fiscal year 1957 (exhibit D). 

B. Effectiveness of the joint set-aside program with the military services 

One measure of the effectiveness of SBA’s joint set-aside program with the 
military services is the dollar amount of military purchases which have been 
earmarked for exclusive award to Small business. Since the beginning of the 
agency on August 1, 1953, through December 25, 1956, 15,293 procurements 
totaling $1,429,482,882 have been jointly set aside exclusively for small-business 
firms with the military services. When civilian agencies are included with mili- 
tary services the cumulative total set-asides equal $1,458 million for a total 
of 16,409 set-asides (exhibit E). 

The importance of the joint set-aside program in assisting small-business firms 
to obtain Government business is illustrated by the following statement made 
by the Acting Chief of Naval Material on October 17, 1956: 

“Last fiscal year, the Armed Services Petroleum Purchasing Agency spent 
$840,369,000 for petroleum products; 175,255,000 or 20.5 percent of these dollars 
were placed with small business. With specific reference to the procurement 
of jet fuel, during the last 6 months’ procurement period small-business refiners 
received awards totaling 6,856,000 barrels whereas under IFB 57—5 small-busi- 
ness refiners received awards totaling 10,907,000 barrels. This represents an 
increase of 4,100,000 barrels and increased the small-business share of the jet 
procurement from 21 percent to 35 percent. I feel that this increased small- 
business participation * * * can be attributed directly to the utilization of 
small-business ‘set-asides’ * * *,” 


CO. Civilian agency set-aside program 


In the area of Federal civilian agency purchasing, the Small Business Ad- 
ministration has expanded the set-aside program to additional civilian agencies. 
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Initial results of these new arrangements with civilian agencies have been 
satisfactory and indicate an earnest desire of all agencies to increase small- 
business participation in their procurements. 

During the past 6 months, for instance, purchases in the following amounts 
have been restricted to small business in cooperation with agencies where the 
set-aside program was begun during the latter part of fiscal year 1956: $13,294,- 
967 with the General Services Administration ; $3,757,418 with the Veterans’ Ad- 
ministration: $761,363 with the Department of Interior; and $338,120 with the 
Department of Agriculture. The purchasing offices of the latter two Depart- 
ments are so widely decentralized that Small Business Administration repre- 
sentatives are able to cover only a small number of them. 

An agreement for a joint set-aside program with the Department of Com- 
merce was signed on October 11, 1956. This program was implemented the 
early part of November with the central purchasing office of the Department, 
with the Census Bureau, the Weather Bureau, the Bureau of Standards, the 
Bureau of Coast and Geodetic Survey, the Maritime Administration, the Civil 
Aeronautics Administration, and with the Bureau of Public Roads. Negotia- 
tions are underway with the Bureau of Public Roads to restrict suitable Federal 
highway construction contracts to small business. Although total direct pur- 
chases by some of the Department of Commerce bureaus are small, procurements 
estimated at more than $2,329,559 already have been set aside for small-business 
concerns in cooperation with the Department. 

The Post Office Department and the Small Business Administration signed 
an agreement on December 20, 1956, to jointly set aside suitable procurements 
for award to small firms. This program is expected to result in increased 
competition among small firms for Post Office Department contracts. 

A joint set-aside program for small business has not been established with 
the Atomic Energy Commission because AEC purchases suitable for small busi- 
ness are made by their prime contractors. However, the AEC and SBA have 
a program to assist small-business subcontractors which will be discussed later. 
D. Certificates of competency 

The certificate of competency program carried on by the Small Business Ad- 
ministration makes available to small firms an appeal procedure from decisions 
by military or civilian contracting officers. If a small company or group of 
companies is low bidder or within negotiation, but is being rejected because of 
question of credit or capacity, the company may apply to the SBA for a cer- 
tificate. 

SBA field office personnel make detailed plant inspections and financial studies 
of firms applying for certificates of competency. If the agency finds that the 
bidder actually is qualified to perform the contract, it issues a certificate of 
competency attesting to this finding. The certificate must be accepted as con- 
clusive by the procurement officer as far as technical and financial requirements 
of the contract are concerned. When a certificate of competeny is issued by the 
SBA, the small firm is awarded the contract and the firm’s progress under that 
contract is watched closely by the SBA regional office staff in order to assist 
the contractor in meeting his contractual obligations. 

The Small Business Administration, from August 1, 1953, through December 
25, 1956, has received 525 applications for certificates of competency with a total 
value of $96 million (exhibit A). As of December 25, 1956, certificates of 
competency have been issued to 254 firms covering contracts having an esti- 
mated value of $31 million. Additional details relative to these certificates of 
competency actions are given in exhibit F. 

For the fiscal year 1957, through December 1956, a total of 86 applications 
were received for a total value of $13 million, of which 41 certificates were 
issued with an estimated value of $3.8 million. 

BE. Assistance to surplus labor areas 

Small Business Administration assistance to surplus labor areas is extended 
to small businesses by helping individual small firms in the areas. The SBA’s 
assistance to the individual small firms can take three forms: help in obtain- 
ing prime contracts and subcontracts, technical production information, and 
financial assistance. Requests for assistance which are concerned chiefly with 
area development problems, such as locating new industries for communities, 
are referred to the Department of Commerce, Office of Area Development. 

The usual procedure is for the agency representatives to be invited by com- 
munity leaders and groups of small-business executives to discuss employment 
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increases which might result from the SBA’s programs of procurement assist- 
ance, technical production assistance, new products, managerial, and financial 
assistance. The SBA’s programs of assistance are outlined both in group meet- 
ings, and in consultation with individual small concerns as a followup on the 
larger meeting. At these meetings, agency staff members explore, with the 
firms, possible ways to expand or diversify their production so as to absorb the 
area’s surplus labor. 

Ff. Procurement assistance counseling 

In its counseling program the Small Business Administration helps small firms 
determine which items or services they can supply to the Government, and as- 
sists them in being included on the appropriate bidder’ lists. In addition, the 
agency assists small-business concerns in obtaining bid sets for any purchase 
which is suitable for them to supply. 

One aim of the Small Business Administration’s counseling program is to 
make available to small firms the fullest possible information concerning Goy- 
ernment purchasing. Toward this end, the agency has published the United 
States Government Purchasing Directory, United States Government Specifi- 
eations Directory, and Pointers on Government Contracting. These publications 
provide detailed information on who buys what and where in the Federal Govy- 
ernment, where Government specifications may be seen, and how to go about 
obtaining prime contracts and subcontracts. The Department of Commerce is- 
sues the Synopsis of United States Government Proposed Procurements, Sales, 
and Contracts, a daily publication which small firms can obtain at the annual 
subscription price of $7. 

Many agency field offices also obtain bid sets from purchasing offices in their 
areas and display them for informational purposes. The offices inform inter- 
ested firms as to how the bid sets and specifications and drawings relating to 
them may be obtained, or where they are available for inspection. In this con- 
nection, each agency field office maintains a set of Government packing and 
packaging specifications especially selected to fill the needs of small firms. These 
sets are available to small-business owners for reference use. 

Export trade opportunities are made available to small firms through a mnu- 
tual arrangement whereby the International Cooperation Administration pro- 
vides SBA regional and branch offices with ICA small-business circulars which 
contain advance procurement information on hundreds of export trade oppor- 
tunities for American small businesses through export trade under the vari- 
ous programs financed by International Cooperation Administration. Using 
this information, SBA field offices furnish interested small manufacturers, sup- 
pliers, and exporters with descriptions of items, quantities, specifications, ship- 
ping instructions, and names and addresses of purchasing offices. 

One of the more important means of assisting small firms is that of helping 
them solve problems regarding bids, specifications, claims, bonding requirements, 
payments, and misunderstandings between them and procuring officials 

During 6 months ending December 1956, Small Business Administration field 
offices reported 15,386 cases of general procurement counseling and representa 
tion in behalf of small firms at purchasing offices, as compared to 10,380 for 
same period of the previous year. In addition during the July-December 1956 
period the agency recommended 3,960 firms to contracting officers for the oppor: 


tunity to bid on specific purchases 


G. Broadening the area of participation bu small busines nv subcontracting 

Firms which come to the Small Business Administration for subcontract assist 
ance are asked to register their facilities with the appropriate regional office 
so that the agency’s production engineers can evaluate the type and volume of 
work they are capable of handling. Armed with this knowledge, agency repre 
sentatives contact prime contractors to develop subcontract work for the small 
firms 

During this visit the firm is advised how to sell its services to prime contractors 
as well as how to find firms needing Components which it can produce. In addi 
tien, it is provided information on major prime contractors in its area, the 
Atomic Energy Commission's cost-type contractors, and prime contractors To 
the Army Corps of Engineers and Navy district public works offices when feasible 

Under the Department of Defense small business subcontracting program 


now in operation, military contracting officers urge major prime contractors t 
subcontract as much work as practicable to small firms. Contractors which have 
agreed to participate in this program are visited by Small Business Adminis 
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tration representatives to develop the maximum amount of subcontract work 
for small firms registered with the agency. 

During the period of July-December 1956 the Small Business Administration 
representatives contacted 2,557 prime contractors to develop subcontract oppor- 
tunities and made 3,387 referrals of opportunities to small firms. In addition, 
many prime and subcontractors were brought together at the SBA small business 
opportunity meetings. 

The Atomic Energy Commission and the Small Business Administration also 
have a cooperative subcontracting program to assist small firms. The Atomic 
Energy Commission’s cost-type contractors notify Small Business Administra- 
tion regional offices of opportunities to subcontract or to sell to them, and the 
regional offices, in turn, bring these to the attention of small firms which can 
supply the compouent or product needed. 

The effectiveness of the Atomic Energy Commission's efforts to help small firms 
and of the cooperative subcontracting arrangement is shown in the upward trend 
of the small business share of subcontract actions by Atomic Energy Commis- 
sion cost-type prime contractors. This percentage has risen steadily from 
26.7 in fiscal year 1951 to 45.7 for fiscal year 1956. 

H, Guiding small firms to areas where competition is needed 

An important service to small concerns is that of bringing to their attention 
various items for which adequate small business competition is lacking. To 
accomplish this, Small Business Administration representatives at purchasing 
offices notify the agency's field offices of items for which small business competi- 
tion is needed. The field offices, in turn, bring these items to the attention of 
firms which they believe can supply them. 

The agency's field offices also arrange with local purchasing offices of Federal 
agencies (offices not covered by Small Business Administration representatives ) 
to furnish them the names of potential small business suppliers of items for 
which additional competition is needed, 

During calendar year 1956, the names of 9,148 small firms were furnished 
procurement offices in need of additional suppliers. 


I. Qualified products lists 

The Government buys most items on the basis of standard specifications which 
describe minimum quality or grade, size, and weight, and other characteristics. 
Certain items purchased by the Government must pass special qualification tests 
before the procurement is completed Items which pass the tests are listed 
in one of the qualified products lists which are used in Government purchasing. 

To increase the participation by small business in procurements of qualified 
products by Government agencies, the SBA issued Management Aid No. 42, 
Getting Your Product on a Qualified Products List. This aid is available through 
all SBA field offices and explains the reasons for qualified products lists and 
the procedures by which manufacturers can qualify their products. 

Small firms interested in selling to the Government a product which must be 
qualified before a contract can be entered into with the Government, should 
start early on the qualification procedure. The tests are too complex to be 
accomplished between issuing of invitations for bids and making of awards. 

All SBA regional offices have been supplied up-to-date information to pass on 
to small firms needing assistance. In each regional office library are the 
following: 

Index of Federal Specifications and Standards issued by GSA’s Federal Supply 
Service, which includes a List of Federal Qualified Products. 

Index to Qualified Products Lists issued by the Department of the Navy 
(NavSandA Publication 71). It includes the Department of Defense qualified 
products which are not listed in the references above. 

J. United States Government Purchasing Directory 

Of special importance to small business concerns is the publication of a revised 
and expanded edition of the United States Government Purchasing Directory. 
This volume is a complete revision of the one first published by the SBA in 
March 1954. The directory is revised from time to time in order to keep it cur- 
rent with procurement information. Copies are available to small firms from 
the Superintendent of Documents for 50 cents per copy. 

The purchasing directory tells who buys what and where in the Federal Gov- 
ernment by a listing of the items and classes of items purchased by the military 
and civilian agencies of the Government, plus a complementary listing of the 
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offices which do the buying. The directory also provides small firms with varied 
information on selling to the Government and obtaining subcontracts. It is 
especially useful to small firms in learning which offices buy items they can 
furnish so they may seek placement on the proper bidders’ lists. In the past 
it was difficult for a small firm to obtain much of this information which, while 
anecessible, was not available in an organized directory. It is the policy of the 
SBA to make information on Government procurement easily available directly 
to potential bidders, and to disseminate such information as widely as possible. 
The purchasing directory has proven helpful in this respect. 

Copies of the purchasing directory are available at all SBA field offices, mili- 
tary small business specialists and contracting officials of the Federal civilian 
agencies for their use in counseling small business firm. 

K. Specifications assistance: United States Specifications Directory 

A continuing problem of small concerns is difficulty in obtaining or reviewing 
copies of Federal and military specifications needed in bidding on Government 
purchases. The SBA maintains at its Washington and field offices a 4-volume 
reference set of the packaging and packing specifications most often required by 
small concerns in selling their products and services to the Government. These 
packaging specifications are periodically reviewed by the agency to eliminate 
canceled or superseded items, and to insure the inclusion of new or revised 
specifications and amendments. 

As an additional convenience to small concerns, SBA field offices maintain files 
of Goverment specifications compiled from previous bid sets, and make these 
limited stocks available to small firms in need of them. 

The SBA also makes available to small firms the United States Government 
Specifications Directory, a guide to more than 500 places throughout the country 
where small business owners may locate quickly Government specifications and 
indexes needed to prepare bids on Government purchases. The directory dis 
cusses the purchasing specifications used by the Government; tells how busi- 
nessmen may Obtain copies of specifications and specifications indexes for con- 
tinuing use; and provides pointers on using them. 

In the period July 1, 1955, through June 30, 1956, the SBA received from the 
General Services Administration 171 proposed new or interim Federal specifica 
tions. These were reviewed by the agency to determine whether their provi 
sions would be restrictive to small concerns. The agency’s analyses have re 
sulted in a number of recommendations to the General Services Administration 
for deletion of possible restrictive or discriminatory provisions. 

The SBA also seeks revisions of existing specifications to make it possible 
for small manufacturers to have their products considered in Government pur 
chasing. Toward this end, negotiations have been held during the past 6 months 
with the Quartermaster Corps, Air Force, Navy, Veterans’ Administration, De 
partment of Justice, and Post Office Department. 


L. Inventory of small plant facilities 

The SBA facilities inventory is a nationwide plan for registering the produc- 
tive facilities of small companies. Data on their industrial potential are supplied 
by small firms on a voluntary basis. 

The registration of small concerns is conducted according to a decentralized 
plan, with the agency’s regional and branch offices responsible for maintaining 
the inventory. The field offices work directly with small firms which ask to be 
placed on the inventory list. The companies are furnished a questionnaire on 
which they enter information pertaining to their machinery and equipment, 
capacity, number of employees, type of products, and other essential manufac 
turing data. The data are then analyzed by the SBA regional staff to determine 
the nature of the facility and its proper coding in the standard industrial classi- 
fication. Uses of the facilities inventory include (1) assistance to the registered 
plants in obtaining prime and subcontracts; (2) furnishing of additional bidders 
to Government agencies; (8) locating specialized or scarce machine tools and 
equipment; and (4) mobilization planning, to have in readiness reliable operat- 
ing data on small firms and an inventory which can be expanded rapidly if 
defense conditions warrant. 

As of December 1956, there were 34,886 small companies registered with the 
agency. Most of these were manufacturing plants. Listings of distributive and 
service firms are increasing, in recognition of the SBA’s broader responsibility 
to all small business. 
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M. Business opportunity meetins a 1956 highlight 

During the calendar year 1956, the Small Business Administration, other Fed- 
eral agencies, and local business groups cosponsored 20 business opportunity meet- 
ings for the benefit of small business owners and managers. More than 25,000 
pusinessmen attended these meetings and learned of the Government’s buying 
methods, prime contract and subcontract opportunities, and helpful Government 
services. 

Information on selling to the Government was provided by means of talks by top 
Government purchasing officials, visual displays, sample bid sets, and exhibits 
of actual articles purchased by the Government and by large prime contractors. 

The popularity of this type of assistance is attested to by hundreds of letters 
from businessmen who felt that the meetings were of great value to them, their 
communities, and the Government. The conference in large metropolitan areas 
and the smaller regional meetings were both very successful. 

Each opportunity meeting featured displays by large prime contractors of items 
for which they welcomed subcontractors. Purchasing agents were on hand at 
the displays to discuss their requirements with small firms and to list the firms 
on their bidders’ lists for subcontract work and direct purchases. Prime con- 
tractors were pleased at their success in finding potential subcontractors or 
suppliers through these meetings. Small firms, in turn, were pleased to have new 
sales opportunities revealed to them. 

Although selling to the Government and subcontract opportunities were high- 
lighted at the meetings, other Government programs for assisting small firms also 
were stressed. For example, the Small Business Administration’s programs of 
financial, production, management, and products assistance were explained at 
each conference, as well as programs of other agencies. 

These meetings were held in the following cities: Indianapolis, Ind.; San An- 
tonio, Tex.; Portland, Oreg.; Oakland, Calif.; Charlotte, N. C.; Denver, Colo. ; 
Hutchinson, Kans.; Atlanta, Ga.; Boston, Mass.; New Orleans, La.; Seattle, 
Wash.;: Trenton, N. J.; Syracuse, N. Y.; Omaha, Nebr.; Little Rock, Ark.; Phila- 
delphia, Pa.; Waterbury, Conn.; Los Angeles, Calif.; Kansas City, Kans.; and 
Cleveland, Ohio. 

Many proprietors of small firms who could not attend the opportunity meetings 
learned by word of mouth or through the local publicity given to the meetings 
that the Small Business Administration and the other agencies which participated 
in the meetings have programs to assist them. Small Business Administration 
field offices are receiving requests from many firms which learned of the services 
available to them as the result of publicity given the opportunity meetings. 

N. Bringing Government purchases to the attention of small firms 

When a small concern requests the agency’s assistance in obtaining Government 
business, it is asked to register its facilities with the appropriate regional office. 
That office then notifies the firm of opportunities to bid on purchases for which its 
facilities are suited, at the same time urging it to get on the bidders’ lists so that 
it will then receive notices of the next opportunities direct from the purchasing 
offices. Since Small Business Administration regional offices receive bid sets 
from many procurement installations, this program enables small firms to learn 
of countless bidding opportunities of which they otherwise would be unaware. 

During calendar 1956, the agency’s field offices made 29,967 referrals of prime 
contract opportunities to small-business concerns. 


O. Examples of procurement assistance 
Typical examples of procurement assistance are given in exhibit G. 


IV. OTHER PRODUCTION, PRODUCTS, AND MANAGERIAT ASSISTANCE ACTIVITIES 


The following discussion pertains to additional facets of the SBA procurement 
and technical assistance program. All are directed toward helping small firms 
to overcome the problems of keeping abreast of production and marketing tech- 
niques. Coupled with procurement assistance, these activities provide to indi- 
vidual small concerns a means whereby they can (1) gain access to production, 
research, and development information, (2) obtain current technical data on new 
or improved products and marketing, and (3) improve their management prac- 
tices (exhibits H, I, and J). 
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A. Materials and equipment assistance 

The Small Business Administration has given increasing attention to the effect 
on small business of shortages of certain materials and equipment. As part of 
its activities, the agency prepared a report to the Joint Committee on Defense 
Production discussing the status of small firms which earlier had complained to 
the agency of difficulty in obtaining an adequate supply of nickel. The report in- 
cluded data showing each company’s purchases of market-price nickel, premium. 
price nickel and gray-market nickel. A copy of the report also was furnished 
the Department of Commerce for its analysis and use in the preparation of a 
study on the nickel situation. 

In addition, the Small Business Administration implemented its assignment 
under Defense Mobilization Order I-24 by developing, in cooperation with the 
Department of Commerce, a procedure for referring to that Department cases 
where small firms are experiencing hardship obtaining materials and equipment, 
The Department has agreed (1) to recommend to the Small Business Adminis 
tration alternate sources of supply for these small firms which are dealing en- 
tirely with civilian work, and (2) to issue priorities or directives to those small 
firms engaged in defense production to insure completion of their defense orders 
on time. 

The Small Business Administration assists small firms in locating machine 
tools or other equipment necessary for production of defense or civilian con- 
tracts, When problems arise which make it difficult for the small firm to obtain 
new equipment in time to meet contract schedule needs or when the small firm 
has difficulty in locating satisfactory used equipment to meet its needs. Avail- 
ability of Government-owned machine tools is explored, as well as a survey being 
made of the commercial market. 

As a regular part of its work, the ag 
request to the Office of Defense Mobilization for approval to lease Government- 
owned machine tools for nondefense purposes. When it appears that a pro- 
posed leasing of tools might adversely affect the competitive position of small 
firms, the agency makes appropriate recommendations to the Office of Defense 
Mobilization. Small Business Administration representatives also are partici- 
pating in the Interagency Task Group on Uniform Leasing, which is developing 
a uniform leasing schedule for use by all Government activities in leasing 
Government-owned tools to private industry. 

The agency acts as spokesman for small business before other Government 
agencies which are considering the adoption of materials and equipment policies 
or programs affecting small business. During the last 6 months, Small Business 


ney reviews each Department of Defense 





Administration representatives have taken part in numerous meetings and con 
ferences with representatives of other agencies relating to steel products, machine 
tools, titanium, electronic equipment, construction machinery, oilfield machinery 
and equipment, brass and bronze, aluminum, scrap, and other products. 

Another implementation to Defense Mobilization Order [I-24 provides for Small 
Business Administration review of all proposed mobilization orders or regulatory 
directions which are under consideration by the Department of Commerce. 
This assures the agency of an opportunity to make recommendations which are 
in the interests of the small business community 

The Small Business Administration implemented its assigninent under Defense 
Mobilization Order I-24 by developing, in cooperation with the Department of 
Commerce, procedure for referring hardship cases involving materials short- 
ages to the Department to explore alternate sources of supply in cases of civilian 
work and to assure priorities or directives in the cases of firms engaged in defense 


production to insure completion of defense orders on scheduled deliveries 


BR. Tax amortization program 

Under the accelerated tax amortization program, the Government encourages 
business concerns to expand defense production facilities by offering tax relief 
in the form of accelerated amortization of the cost of the new or expanded 
facilities. When an application of this type is approved by the Office of Defense 
Mobilization, a stated percentage of the cost of the new or expanded plant may 
be written off over a period of 60 months. 

The Small Business Administration assists small firms in obtaining a share 
of accelerated tax amortization privileges. For example, the agency obtains 
additional information on small firms’ applications where requested to do so 
by the Office of Defense Mobilization or other agencies to which it has referred 
the applications for comment. Frequently, applications filed by small firms lack 
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necessary data, or the agency reviewing the application wants additional infor- 
mation in support of certain parts of the application. When this occurs, the 
appropriate Small Business Administration field office obtains the necessary 
information from the applicant and if requested, the agency will check the status 
of a small firm’s application. 

As of December 31, 1956, only 16 expansion goals were open. Few of the 
unfilled goals are in categories normally suitable for small firms. The SBA field 
offices have complete current lists of open goals and assist applicants interested 
in expansion under the stipulated goals. Applications for tax amortization 
assistance have been declining over the past few months. 


Tax amortization program as of Dec. 81, 1956 


Total Dollar amount 


Certificates of necessity issued to small business concerns 11, 162 $3, 958, 595, 956 
Certificates of necessity issued by ODM to small business concerns from Aug. 

1, 1953, through Dee. 31, 1956 < 1, 267 826, 959, 865 
Certificates of necessity issued to small business firms in which SBA partici- 

pated from Aug. 1, 1953, through Dee. 31, 1956 . 114 11, 801, 096 


C. Production pools 


Under section 217 of the Small Business Act of 1953, as amended, the Small 
Business Administration is responsible for providing small manufacturers with 
information about pooling and to help them in forming and operating pools. 

The SBA pooling program is especially effective for two types of small firms: 
those having different manufacturing facilities and those having similar manu- 
facturing facilities, and wishing to associate in order to enable the groups— 
through improved ranges of facilities and through enlarged capacities—to com- 
pete effectively for business from which the members would otherwise be ex- 
cluded. 

While the formation of production pools declined during July to December 
1956, evidenced by the fact that no new pools were approved during this period 
and no formal requests for approval are pending, interest in production pools 
continues to a moderate degree. Regular reports from the SBA field offices 
continue to reflect the receipt of inquiries regarding the formation of pools, in 
addition to those received directly in the Washington office. Should mobilization 
activities increase, in the light of past experience, a revision upward in figures 
for pooling functions would be expected. 

As of December 31, 1956, there were six approved small-business production 
pools of the Small Business Administration. These pools are composed of 51 
companies, employing approximately 3,000 persons. Two of the presently active 
pools have reported 245 prime contract awards, valued at $963,232, in addition 
to 4 subcontract awards valued at $85,967. 

D. Products assistance program 

The Small Business Administration’s products assistance program is designed 
to help small concerns gain access to product development information available 
from Government and industry. Since start of the service in July 1954, requests 
for this type of assistance have increased steadily. 

As part of this service the agency 

1. Helps small concerns gain access to data on research and on product, 
process, and market development needed in solving day-to-day operating 
problems and in planning production and marketing programs. 

2. Provides small firms a clearinghouse for information on available 
products and processes which can be used to maintain, diversify, or expand 
their operation. 

Expenditures by Government and industry on research and development have 
increased steadily over the years. As a result. a wealth of information on prod- 
uct and process development has been accumulated. Much of this data is non- 
confidential in nature and is available to any potential user. However, it is 
not always readily accessible. particularly to small-business owners who either 
do not have the time or do not know where to obtain the information needed 
in solving a specific problem. One of the objectives of the Products Assistance 
Service is to help bridge this gap, to assist small concerns in gaining access to 
needed information. 
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The Small Business Administration does not maintain laboratory or staff 
facilities for research on product and process development. It does, however, 
provide technical counsel and assistance to individual small business concerns 
on new product research and development. In this connection, the agency enlists 
the cooperation of industry, other Government agencies, public and private re- 
search organizations, and trade associations in solving the small business prob- 
lems submitted to it. 

During the last 6 months, the number of requests for this aid increased 56 
percent; 4,881 firms requested and were furnished information on product, 
process and market development (exhibit A). Since the service was established 
in July 1954, the number of small firms that have been provided this type of 
technical assistance totaled 13,381. 

As another part of this service, the agency issues a monthly Products List 
Circular, a publication which provides information on patented inventions 
(privately owned and Government-owned) available for production and distri- 
bution. Over 12,000 small concerns have now asked to receive this publication 
on a continuing basis. During the past year, 3,262 small firms requested further 
information on the 1,027 new and improved products and processes listed in the 
Products List Circular. In the 6 months ending December 1956 a total of 459 
products were listed and 1,371 requests were received for information and data 
on these items. 

BE. Managerial assistance program 

Managerial assistance is inherent in the various SBA activities relating to 
procurement, production, and products assistance; problems in these areas nat- 
urally involve the aplication of appropriate managerial techniques. 

Four series of management publications are currently issued covering prob- 
lems perplexing the owners of small firms. Three are distributed free upon 
individual request and the fourth is sold at nominal prices by the Government 
Printing Office. An increasing number of the publications is issued in the SBA 
administrative management courses offered by educational institutions to pro- 
prietors of small businesses. 

Management aids for small manufacturers.—To date 78 of these 4-page, free 
leaflets have been issued. More recent aids include “Protecting Your Records 
Against Disaster,” “Surveying and Controlling Executive Time,” and “How the 
Post Office Helps Small Business.” Total distribution of the management aids 

Technical aids for small manufacturers.—Today technological changes affect 
many production aspects of the smallest manufacturing plant or shop. These 
changes involve production processes, materials, machinery and equipment, and 
maintenance. To date 46 technical aids have been published. More recent aids 
include “Modern Welding Methods,’ and “Cash Values in Industrial Scrap.” 
The number of copies of technical aids distributed now totals 587,975. 

Small marketers aids.—The newest series of free aids is prepared for the use 
of the small retailer, wholesaler, and service operator. Their management prob- 
lems are analyzed and proven solutions to actual problems are briefly presented. 
Typical of these leaflets are “Sizing Up Small Business Locations,” “Appraising 
the Market for the Services You Offer,” and “Improving Personal Selling in 
Small Business.” Over 366,000 copies of the 17 issued to date have been 
distributed. 

Small business management series —When a management subject cannot be 
adequately covered in a short leaflet, the SBA has a leading authority in the 
field prepare a manuscript on the subject. These booklets are sold at nominal 
prices by the Superintendent of Documents. Widespread acceptance of them is 
indicated by the sale of more than 427,200 copies of the 19 booklets issued 
thus far. Among the best sellers are Cost Accounting for Small Manufacturers, 
Cutting Office Costs in Small Plants, Human Relations in Small Industry, and 
A Handbook of Small Business Finance. 

All of these publications are prepared with the greatest care to cover the 
more important management problems in a practical manner. Subjects are 
selected with the aid of advisory committees of businessmen, written by experts 
in their respective fields, and all manuscripts are reviewed by equally outstand- 
ing experts. The wide acceptance of the management publications justifies the 
care taken in their preparation. A table showing the distribution and sale of 
SBA publications and a list of publications described above is appended. 
(Exhibit K.) 
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Another aspect of managerial assistance is the administrative management 
courses. In cooperation with universities and other educational groups through- 
out the Nation, the SBA is cosponsoring short courses in administrative manage- 
ment for small business owners and managers. The courses are designed to 
help the small business operator improve his knowledge of business administra- 
tion. They are concerned with management policy having to do with organiz- 
ing, staffing, planning, directing, and controlling. During fiscal year 1957 (up 
to December 25, 1956), 36 courses have been completed, 3 are in progress, 20 
more are contemplated. These 59 courses are being conducted by 52 educational 
institutions. Approximately 5,600 businessmen have attended these courses up 
to the present time. 

The educational institutions assume educational and financial responsibility 
for all of the courses, and the SBA lends assistance in the role of cosponsor. 
Most of the classes meet 1 evening per week for a period of 8 to 10 weeks. Typi- 
cally, each session runs from 2 to 3 hours. Costs are defrayed by tuition fees 
paid by the businessmen who take the courses. Speakers are selected from 
among businessmen, educators, bankers, and Government officials. 

valuations from more than 1,300 businessmen who have attended these 
courses have been analyzed. These evaluations were unsigned and made by the 
businessmen after they had completed a course. Nearly all made favorable com- 
ments. Of those who rated the courses as a whole, 86 percent rated them good 
to excellent, while 14 percent considered them fair. Only 3 persons rated them 
as poor. More than 95 percent of the students asked said that the problems 
discussed were important or vital to the operation of their businesses. 


V. SMALL BUSINESS ADMINISTRATION PRIME CONTRACT PROGRAM 


The Small Business Administration is empowered to enter into contracts with 
any Department or agency of the United States Government to furnish supplies 
and services, und to arrange for the performance of such contracts through sub- 
contracting to small business concerns or others, as may be necessary. 

The Small Business Administration believes that its authority to take prime 
contracts in order to extend subcontracting should be continued as a standby 
basis, for use in emergencies. 


VI. RESEARCH AND DEVELOPMENT 


The Department of Defense has reported that small business concerns were 
awarded 5.9 percent of its research and development prime contracts during 
fiscal year 1956. Small firms were awarded 9.7 percent of total Army contracts, 
9.4 percent of Navy contracts, and 3.7 percent of Air Force contracts. How- 
ever, since awards to educational and nonprofit institutions are included in these 
“small business” percentages, they do not adequately reflect the volume of re- 
search and development contracts going to small firms. 

In their procurement counseling, Small Business Administration staff mem- 
bers stress to qualified small business concerns the importance of their trying 
for research and development work and guide them to the proper offices. This 
is important, because a firm which performs a research and development con- 
tract has an advantage over competitors when the production contract for the 
item is awarded. 

During the last half of calendar year 1956, one-fourth of the value of all pro- 
curements screened by the agency’s representatives at the Quartermaster Re- 
search and Development Command, Natick, Mass., was jointly set aside for 
small business. Good progress also is being made in other Army and Navy 
installations, 

VII. PROGRESS PAYMENTS 


The first progress report of the Cabinet Committee on Small Business recom- 
mended that the President direct departments and agencies engaged in extensive 
procurement to adopt procedures designed to (1) insure that a need by a bidder 
for progress payments or advance payments will not be treated as a handicap 
in awarding a contract, and (2) accelerate the making of progress payments to 
small suppliers when requested. 

On November 16, 1956, the Secretary of Defense issued Department of Defense 
Directive No. 7800.4, which deals with the subject of defense contract financing 
policy—small business concerns. The stated purposes of the directive are to 
insure that a need for progress or advance payments by contractors will not be 
treated as a handicap in awarding contracts, and to facilitate and speed up the 
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making of progress payments requested by small suppliers under Government 
contracts. The directive also emphasizes the desirability of providing proper 
contract financing assistance to small business concerns. 

Similarly, the Administrator of the General Services Administration issued 
Personal Property Management Regulation No. 33 on December 31, 1956. This 
regulation, directed to heads of all Federal agencies, prescribes basic policies and 
procedures governing executive agencies in providing contract financing in the 
form of progress payments. The regulation applies only to fixed-price contracts 
for supplies and nonpersonal services other than contracts for construction 
or the engineering and architectural contracts pertinent to construction. The 
regulation states further that to the maximum practical extent the need for 
progress payments will not be treated as a handicap in awarding contracts to 
coneerns qualified as responsible suppliers. Prospective contractors deemed 
reliable, competent and otherwise responsible will not be regarded as any less 
responsible because of the need for progress payments. The regulation requires 
executive agencies to takes whatever action is necessary to facilitate and speed 
up payments on contracts when due. 


VIII. SMALL BUSINESS SIZE STANDARDS 


Congress, in the Small Business Act of 1958, stated that to be considered small 
and therefore eligible for assistance from the Small Business Administration, 
a business concern must be “independently owned and operated and * * * not 
dominant in its field of operation.” The act also authorized the Small Business 
Administration, in making a more detailed definition of “small business,” to use 
such criteria as number of employees and dollar volume of business. The agency 
uses two different yardsticks in determining whether a firm is small—one is 
employed in determining whether a firm is eligible for assistance in selling to 
the Government, the other in determining whether it qualifies for financial and 
other nonprocurement assistance. 

A new small business size standard became effective January 1, 1957. It was 
formulated by an interagency task force for procurement purposes and repre- 
sents the unanimous judgment of the 14 Government agencies chiefly concerned 
With procurement procedures and the Small Business Administration. 

Under the new ruling, for purposes of Government, a “manufacturing concern” 
is a small business if (a@) it is not dominant in its field of operation and, with 
its affiliates, employs fewer than 500 employees, or (0) it is certified as a small 
business by the Small Business Administration. 

To be classified as a “small business concern,” a nonmanufacturing firm bidding 
on Government purchases must meet the same criteria as a manufacturer, plus 
two additional requirements: (1) It must be defined as a “regular dealer” under 
the Walsh-Healey Public Contracts Act, and (2) in the case of a Government 
purchase reserved for award to small business or in appropriate cases involving 
equal bids, it must furnish the product of a small manufacturer or producer 
in the performance of the contract. 

When submitting a bid or proposal on a Government procurement, a concern 
which meets the above criteria, and which has not previously been denied small 
business status by the Small Business Administration, may represent in the 
appropriate place on the bidding form that it is a small firm. The concern 
will then be deemed to be a small firm for the purpose of the specific Government 
purchase, unless another bidder protests to the contracting officer and the Small 
Business Administration about the firm’s size status, or the contracting officer 
himself questions its representation. If the firm’s representation that it is a 
small business is challenged, it may then apply to the nearest Small Business 
Administration office for a certificate that it qualifies as a small firm. If granted, 
this small business certificate is conclusive. 

If a firm is in doubt as to whether it meets the small business criteria, it may 
apply to the nearest Small Business Administration office for a small business 
certificate. 

This definition differs from the old less-than-500-employees standard in the 
following respects : 

1. The factor of dominance in an industry is added. Under the new 
definition firms having more than 500 employees in some industries may be 
determined to be small business if they are nondominant in the industry. 
Conversely, a firm and its affiliates having fewer than 500 employees may 
be considered large if they are dominant in the field. 
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2. A nonmanufacturing firm must itself be classsed as a “small business 
concern,” and also must furnish the product of a small business manufacturer 
or producer in the performance of the Government contract. 

3. The number of employees formerly was the total number of the firm 
and its affiliates at the time of submission of the bid. Under the new 
definition, “number of employees” means the quarterly employment of the 
concern in question and its affiliates based (1) on the average number of em- 
ployees reported for the preceding four quarters to the United States Treas- 
ury Department under the old age and survivors insurance program; or (2) 
the number of employees as of the mest recent quarterly report, whiehever 
more correctly reflects the size of the concern in question. 

It is believed that the new definition will be more equitable to small business 
firms and will provide the flexibility necessary to handle inequities on an 
individual basis. 

Insofar as the definition for “business loans and purposes other than Govern- 
ment procurement” are concerned, the Small Business Administration will con- 
tinue to use the definition of “small business” adopted by it on June 10, 1954. 
This definition provides: 

Manufacturing concerns.—Any manufacturing concern is classified as “small” 
if it has 250 or fewer employees, including employees of affiliates; as “large’’ if it 
employs more than 1,000 persons. A manufacturing firm which has more than 
250 but not more than 1,000 employees may be classified as either “small” or 
“large” depending upon the size standard which the Small Business Administra- 
tion has developed for its particular industry. 

Nonmanufacturing concerns.—Any wholesale concern is considered small if 
its annual dollar volume of sales is $5 million or less; any retail or service trades 
concern as small if its annual sales or receipts are $1 million or less. (The regu- 
lation also provides certain exceptions.) The dividing line between large and 
small for other industries for purposes other than Government procurement: 
Construction: Average annual receipts of $5 million or less for the preceding 3 
years. Trucking and warehousing: Annual receipts of $2 million or less with 
exceptions based on economic data in individual iustances, Taxicabs: Annual 
receipts of $1 million or less. 


IX. SMALL BUSINESS ADMINISTRATION LIAISON OFFICER WITH DEPARTMENT OF DEFENSE 


A Small Business Administration liaison officer is assigned to the Department 
of Defense to help achieve greater coordination of the two agencies’ small-busi- 
ness programs. The SBA representative participates in conferences and in the 
preparation of directives relating to small-business policies of the Defense 
Department and the three military services. Defense officials have given this 
liaison officer excellent cooperation and his participation at the Defense De- 
partment’s policy level has resulted in a number of changes beneficial to small 
business. This SBA representative participates with the policy level officials 
of the Department of Defense by reviewing proposed policies, instructions, 
procedures, and implimentations that affect small business and makes recom- 
mendations with respect to such proposals. 


X. THE CABINET COMMITTEE ON SMALL BUSINESS 


During the past year, in addition to the activities of SBA program operations, 
there has been a coordinated effort among all Government agencies and depart- 
ments to render specific assistance to small business. <A direct result of the 
Administration’s small-business programs has been the establishment by the 
President of a Cabinet Committee on Small Business. SBA activities and pro- 
grams have pinpointed small business problems and have served as a corollary 
to efforts of small-business men who have in this connection, as expressed by the 
annual report of the Select Committee on Small Business of the United States 
Senate, “* * * succeeded in placing their problems on the steps of the White 
House itself.” 

The purpose of the Cabinet Committee on Small Business is that of directing 
the development and strenthening of Government programs and policies to pro- 
vide such enterprise with additional constructive assistance. 

The Administrator of the Small Business Administration was named a member 
of the Cabinet Committee on Small Business, and the Committee actions reflect 
the problems and requirements of small business as experienced by the SBA in 
administering the Small Business Act of 1953. 
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The Committee has issued a progress report which sets forth recommendations 
that are intended to give further constructive steps to aid small business. The 
recommendations encompass financial assistance; tax benefits; technical serv- 
ices and advice; help in obtaining procurement contracts; discontinuance of Gov- 
ernment owned and operated commercial, industrial type facilities; and the 
preservation of competition. 

One of the recommendations of this Committee, in its progress report. sub- 
mitted to the President in August 1956, was that “the President arrange for a 
comprehensive review of procurement policies and procedures of all Departments 
and agencies, including the legislation pertaining thereto, with a view to facili- 
tating and extending the participation of small businesses in work on Govern- 
ment contracts.” 

The responsibility for carrying out this recommendation was assigned to the 
General Services Administration. This agency has established a task force 
composed of representatives of the principal procurement agencies, including the 
Department of Defense, Atomic Energy Commission, Veterans’ Administration, 
Post Office Department, Department of the Interior, Department of Agriculture, 
Department of Commerce, and the General Services Administration. Other pro- 
curement agencies also are consulted. A representative of the General Services 
Administration is chairman of this task force. 

The task force defines problem areas, to plan corrective action. 

The Small Business Administration, the Bureau of the Budget, and the Gen- 
eral Accounting Office participate in this program as members of the special ad- 
visory group. 

At the invitation of the General Services Administration, the Small Business 
Administration has also assigned a full-time representative to work with the 
GSA and the task force in order that SBA procurement assistance programs 
and related policies, plans, and requirements would be appropriately reflected in 
task force activities and related recommendations. In addition, SBA staff mem- 
bers serve on subcommittees of the task force, one serving as Chairman of the 
Program Study Group No. 2, Set-Aside Procedures; another as a member of 
Group No. 5, Implementation of the New Definition of Small Business; one with 
Group No. 6, Small Business Participation in Government-Sponsored Research 
and Development Programs, and another subcommittee concerned with the draft 
ing proposed legislation. 

With respect to the work of this task force, the Small Business Administration 
has recommended a standardized procurement policy and implementing instruc 
tions for the establishment of the small business set-aside program in all Govern- 
ment procurement agencies. The Small Business Administration has also made 
available its vast background of experience, in connection with the work of the 
task force in eliminating inequities, inconsistences, and complexities from Govy- 
ernment procurement, by having its field offices prepare factual information on 
eases which illustrate the difficulties of smnall firms in selling to the Government. 
These cases, in turn, are submitted to the task force. As of the end of Decem- 
ber, the agency had submitted 73 specific cases covering such areas of Govern- 
ment procurement as (1) need for specifications and standards, (2) standardiza- 
tion of items, (3) specifying a brand name or equal, (4) inadequate or inaccu- 
rate prints, (5) inspection or testing of the product, (6) delay in payment and 
(7) delay in settlement of claims. 
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EXHIBITS 


Exuiprr A.—Procurement and technical assistance activities (for the period 
Aug. 1, 1953, through December 1956, unless otherwise indicated ) 


Aug. 1, 1953 July 1, 1955 July 1, 1956 Percent 
Dec. 25, 1956 Dec. 25, 1955 Dec. 25, 1956 |ofincrease 


Procurements set aside for small business 16, 409 2,171 4,789 120 
Value $1, 458, 067, 829 $192, 813, 867 $345, 274, 449 79 
Set-asides awarded 11, 684 2 2, 028 3 3, 425 69 
Value $857, 926, 903 $157, 743. 050 $217. 650. 033 38 
Prime contract referrals 370, 958 50, 027 29. 967 
Contracts resulting from referrals 5 7, 502 2 036 
Value 5 $579, 491, 000 $151, 900, 000 
Contacts to develop subcontract opportuni 
ties 10, 907 , 432 
Subcontract referrals 26, 827 702 
Cases of procurement assistance counseling 
and representation to procurement agencies 
in behalf of small firms 
Firms assisted to bid on specifie procurements 
Additional sources of supply furnished for 
bidders lists on which small business com 
petition was needed 
Certificates of competency 
Applications received 
Value 
Plants visited in connection with progress 
of certified contracts 
Number of COC’s issued 
Value 
Engineering survey oans, certificate pr 
award, ete 
Cases in whi 
assistance, in¢ 
ment assistan 
Publications distribut 
Manager 


ulte 
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§ Covers 4 month 

§ Not comparable 
Covers period Dee. 1, 1955, 
Covers o1 ly Il month (December 








BUSINESS 


SM ALL 


OF 


DS 


E 


EK 


CREDIT 


378 








££0 ‘089 ‘LIZ$ 
CZP ES 


6h ‘PLZ ‘Shes 
682 ‘> 





9961 


J9q U1909(] 
ysnoiy) Aine 





62% ‘190 ‘LSI$ 


’ 
G 


GG 


COS “POR “FOES 
$06 ‘f 





9c6l unr 
ysnoiyy 
Arenues 


996] 





SJUBLY asUajacy [[Vulg 9) Jepun uotjyviedo Jo uyuOUI T pnpuy 


C09 ‘OR$ juNOUTY 
\ 





) “OZE “6Z1$ 










yan cing civnues 


taquasag ybnosy) Ege] fine moss sporsad yyuou-g fo Uosispdwmo)—sapisv-jas JU10 [-— Ff LIGIHX"] 








CREDIT NEEDS OF SMALL 


Exurpit C.—Awards under joint set-aside program 


2 


through Dec. 25, 1956 


State Number of 


contracts 


Amount of 
awards 


Stat 








Total... 18, 378 $857, 926, 903 Montana 
Nebriska_- 
q Nevida 
Alabama 120 5, 510,175 || New Hamps 
Arizona s 58, O19 New Jersey 
Arkansas 74 5, New Mexico 
California 2, 419 88, New York 
Colorado 129 ; 21 North Carol 
Connecticut 206 17, 128, 212 North Dakot 
Delaware 53 3, 649, 070 Ohio 
District of Columbia 245 11, 631, 166 Oklahoma 
Fierida 130 4. 435,012 Oregon 
Georgia 29: 10, 604, 593 Pennsylvani 
Idaho 47 1, O98, 304 I ode Islan 
Ilinoi 1, 110 47, 454, 842 uth Carol 
Indiana 224 17, 523, 904 South Dakot 
lowa 103 9. 071, 552 rennessec 
kansas 100 6.9 381 lexa 
Kentucky 74 2 2, 47 Utah 
Louisiana 142 4, 099, 49. Vert 
Maine AS 3 484. 761 Vi i 
Maryland 590 21, 404, 548 Washingt 
Massachusetts 91 $1. 634. 554 Vest ’ 
Michigan Gay 8.32, 77¢ W 
Minnesota 230 10, 627, 97 W i 
Mississippi 1) 147, 14 Puerto | 
Missour 595 21, 478, 175 Uy tribut 
Exuisir D.—-Procurement installations where joint 
were made during the first hald of f 


Army: 
Redstone 
San 


Arsenal 
Francisco I 
Rocky Mountain Arsenal 
Office of The Quartermaster General a 
Chieago Chemical Procurement District aa 
Chicago Procurement Office Corps of Engi- 
neers. 
Headquarters 
Agency. 
The Army Signal Supply 
Decatur Signal Corps 
Central Procurement Office, 
Joliet Arsenal. sag 
Ordnance Ammunition Command 
Ordnance Weapons Command 
Rock Island Arsenal 
Savanna Ordnance Depot 
Kort Polk 
Aberdeen 
Fort 
Fort 


engineers 


District 


Military Subsistence Supply 


Agency 


Fort Sheridan_-_— 


c 


Proving Ground 
Llolabird 
Ritchie 


\rmy Chemical Center _ 

Fort Detricl = 

Fort George G. Meade . 

Quartermaster Research and Development 
Command. 


Springfield Armory 


— 


Watertown Arsenal 
Ordnance Tank Automotive Command 
Army Transportation Corps 


Pieatinny Arsenal 
Raritan 
M 


Arsenal 


ary Subsistence Supply 


Agency 


oo-=9 - - 
» ‘ 


» 
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By States, cumulative 


Number of 
contracts 


Amount of 
awards 


19 $411, 857 
62 3, 015, 610 
hire__.. 70 5, 074, 623 
1, 263 75, 418, 400 
12 289, 878 
3, 839 201, 342, 080 
147 6, 274, 103 
| 39, 214, 037 
121 4, 318, 106 
11 2, ORS, 466 
i 1, 339 66, 284, 183 
1 RH 4 506.015 
na 4{) 616, 8°03 
i 6 9. 032 
166 14 Z 

411 31, 

89 9 

14 i 

282 11 

25 4g 

4() 5. 

357 13, 

13 
> 
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‘| year 1957 
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Huntsville, 
san 


Ala. 

Francisco, Calif. 

Denver, Colo. 

Washington, D. 

Chicago, Ill. 
Do. 


Cc. 


Do. 


Do. 
Decatur, Il. 
Highwood, Ill. 
Joliet, Il. 

Do. 

Rock Island, Ill. 

Do. 
Savanna, Il. 
Leesville, La. 
\berdeen, Md. 
Itimore, Md. 
ade, Mid. 
Khdgewood, Md. 
Frederick, Md. 
denton, Md 


- 
Pel 


nS 


Natl lass 


field, Mass. 


vn, Mass. 
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Army—Continued 
New York Chemical Procurement District 
New York District Engineers 
Fort Bragg 
Fort Sill 


Nav 


Air 


Quartermaster Purchasing Agency Columbus 
General Depot. 

The Army Signal Supply Agency 

Military Clothing and Textile Supply Agency 

Fort Jackson 

Fort Hood 

Camp Wolters 

Fort Sam Houston 

Tooele Ordnance Depot 

Fort Monroe 

Fort Eustis 

Hampton Roads, Army Terminal 

fort Lee : cil 

‘ontract Procurement Office Camp MeCoy 


= 


am 


~ 2" 


vy Purchasing Office 

rds and Docks Supply Office 

ivy Purchasing Office 

reau of Aeronautics 

urenau of Ordnance 

nureau of Ships 

eadquarters, United States Marine Corps 
Naval Gun Factory, Supply Office 
Navy Purchasing Office 

United States Naval Air Station 
Naval Air Station 
Marine Corps Supply Center___ 
Naval Ordnance Plant_- 
Electronic Supply Office_____ 
Naval Supply Depot_____- 
Naval Academy:______- poss 
Naval Shipyard.______--- 
Navy Purchasing Office 
Ships Parts Control Center_- 
Aviation Supply Office__- 
General Stores Supply Office 
U. S. Naval Air Station______~-- 
U. S. Naval Air Station_______ 
Navy Supply Center______- 
Force: 

Gadsden Air Force Depot . ia 
Brookley Air Force Base________-_~- 


~~ 


st ed ee 
eg ww ww ww My 


Pensacola 


slytheville Air Force Base____..______-__- 
Little Rock Air Force Base_____—~__- 
Warner Robins Air Materiel Area__________ 
Chanute Air Force Base________~- 
Topeka Air Force Depot 


England Air Force Base 
Lake Charles Air Force Base 

Rome Air Force Depot__- 

Air Materiel Command_________- . 


Dayton Air Force Depot_-_- Sekai g 


Shelby Air Vorce Deets. on. e enews 


Altus Air Force Base_____-___- cali maak ie 


Clinton Sherman Air Force Base______-----_- 


BUSINESS 


New York, N. Y. 
Do. 

avetteville, N.C 

Lawton, Okla 


Columbus, Ohio 


Philadelphia, Pa. 
Do. 
Columbia, S.C. 


Killeen, Tex 
Mineral Wells, Tex 
San Antonio, Tex 
Tooele, Utah 
Hampton, Va. 

Lee Hall. Va. 


Norfolk, Va. 


Petersburg, Va 
Camp McCoy, Wis. 


Los Angeles, Calif. 


Port Hiueneme, Calif. 
San Francisco, Calif. 
Washington, 1D. C. 

Do. 

Do. 

Do. 

Do. 

Do. 
Jacksonville, Fla 


Pensacola, Fla. 
Albany, Ga. 
Macon, Ga. 
Great Lakes, Ill. 
Do. 
Annapolis, Md. 
Portsmouth, N. H. 
Brooklyn, N. Y. 


Mechanicsburg, Pa. 
Philadelphia, Pa. 
Do. 
Memphis, Tenn. 
Dallas, Tex. 
Norfolk, Va. 
Gadsden, Ala. 
Mobile Air Materiel Area, 


Mobile, Ala. 
Blytheville, Ark. 
Little Rock, Ark. 
Robins Air Force 
Chanute, Il. 
Topeka Air Force Station, 

Kans. 
Alexandria, La. 
Lake Charles, La. 
Griffiss Air Force 

Rome, N. Y. 
Wright-Patterson Air 

Force Base, Ohio 
Gentile Air Force Station, 

Dayton, Ohio 
Wilkins Air Force Station, 

Shelby, Ohio 
Altus, Okla. 

Clinton, Okla. 


Jase, Ga. 


Base, 
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Air Force—Continued 
Vance Air Force Base Enid, Okla. 
Oklahoma City Air Materiel Area Oklahoma City, Okla. 
Middletown Air Materiel Area Middletown, Pa. 
Memphis Air Force Depot Mallory Air Force Station, 
Memphis, Tenn. 
Abilene Air Force Base Abilene, Tex. 
Amarillo Air Force Base Amarillo, Tex. 
Bergstrom Air Force Base Austin, Tex. 
Webb Air Force Base Big Spring, Tex. 
Bryan Air Force Base__- Bryan, Tex. 
Carswell Air Force Base Fort Worth, Tex. 
Hensley Field Grand Prairie, Tex. 
Ellington Air Force Base Houston, Tex. 
San Antonio Air Materiel Area__- Kelly Air Force Base, Tex. 
Reese Air Force Base_. Lubbock, Tex. 
Lackland Air Force Base San Antonio, Tex. 
Perrin Air Force Base_- : Sherman, Tex. 
Sheppard Air Force Base ; Wichita Falls, Tex. 
Langley Air Force Base_- : Hampton, Va. 
Joint agencies: 
Armed Services Petroleum Purchasing Agency. Washington, D. C. 
Armed Service Medical Procurement Agency Brooklyn, N. Y. 
Federal civilian agencies: 
Department of Agriculture Washington, D. C. 
Field offices- Denver, Colo. 
Chicago, Il. 
New Orleans, La. 
Minneapolis, Minn. 
Milwaukee, Wis. 
Department of Commerce Washington, D. C. 
National Bureau of Standards Do. 
Civil Aeronautics Administration Do. 
Field offices } Kansas City, Mo. 
New York, N. Y. 
Oklahoma City, Okla. 
Fort Worth, Tex. 
Coast and Geodetic Survey Washington, D. C. 
Maritime Administration_-— ‘ Do 
Field offices ; San Francisco, Calif. 
New York, N. Y. 
Norfolk, Va. 
Department of the Interior i Washington, D. C. 
Field offices Denver, Colo. 
Muskogee, Okla. 
Amarillo, Tex. 
General Services Administration Washington, D. C. 
Field offices San Francisco, Calif. 
Denver, Colo. 
Atlanta, Ga. 
Chicago, Il. 
Boston, Mass. 
Kansas City, Mo. 
New York, N. Y. 
Fort Worth, Tex. 
Seattle, Wash. 
Veterans’ Administration : Washington, D. C. 
Supply Depot__--. ; Hines, Il. 
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ExuHisit F.—Certijficates of competency origin and disposition of applications, 
Aug. 1, 1953, through Dec. 31, 1956 


Agency | Applications 


received 


Total 


Army 


Chemical Corps 
Corpsof Engineers. | 
Ordnance Corps 
Quartermaster 
Corps 
Signal Corps 
Transportation 
Corps 
Headquarters, 
Fifth Army 


 Dicedicuns 


Bureau of Aero- 
nautics 
Aviation Supply 
Office 
Electronic Sup- 
ply Office 
General Stores 


Certificates 


Agency Applications | Certificates 
issued | received | issued 


Navy—continued 
Bureau of Ord- 
nance 
Bureau of Shi; 
Ships Parts Con- 
trol Center 
Marine Corps 


Air Force 
Joint Agenci 


Armed Services 
Medical Pro- 
curement 
Agency 

Armed Services 
lextile and 
Apparel Pro- 
curement 
Agency 

Armed Services 
Petroleum 
Purchasing 


Agency 
Supplies Office ) 

Navy Purchas- Genera 
ing Office ; l Adi 


1 Services 


ministratior 


ExHisir G.—Hxramples of procurement assistance 


of Dec. 25, 1956 


Certificates of competency as 


Summary of SBA certifications : 
Not yet awarded contracts ‘ : nies 
Active certificates with contracts ahead of or on schedule___ 
Active certificates with contracts behind schedule 
Certificates with procurement withdrawn 
Certificates with contract awarded others 
Contracts canceled ; 
Certificates with contracts terminated 
Certificates with contracts completed_- 
Case closed because company became big business 


Total number of certificates issued Kent iad ; 254 
1Contracts awarded to other than the certified firm because of factors involving other 
than production or financial capacity of the certified firm. 

Typical examples and statements illustrating the effectiveness of the pro- 
curement assistance programs are: 

A small-business firm in Illinois, which had received an Air Foree contract 
after issuance of a certificate of competency by this agency, reported that it has 
given orders to small-business firms totaling more than $1 million for work on 
the contract. This resulted from a request by the Small Business Administra- 
tion that the company subcontract and purchase from small firms wherever 
practicable. 

A participant at the Small Business opportunity meeting in Kansas City 
stated: “I made more contacts during the 2 days that I attended the clinic 
than I would have been able to make in a whole year if I had to contact each one 
personally.”’ 

A small California manufacturer wrote the following to the SBA regional 
office at Los Angeles: “I would like to take this opportunity to thank you for 
your kind assistance and cooperation rendered me in my recent difficulty 
with the United States Air Force contract. It is refreshing to know that your 
office stands ready and willing to aid the small-business man in need of ad- 


vice to help him get out from under the entanglement in which he finds him- 
self * * *” 
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The Smal! Business Administration representative at a mililtary installation 
nominated a small Maine firm for the opportunity to bid on a sole-source item 
on which the previous contractor presumably had necessary tooling, drawings, 
and production know-how. The item was so complex as to require a symposium 
and bidders’ conference. Despite these obstacles, the small firm bid on and 
was awarded the contract at a price more than 30 percent lower than the Goy- 
ernment paid on the previous purchase of the item. Further, it has improved 
on the required delivery time and has produced equipment of exceptionally high 
quality. 

In another instance a Government purchasing office was considering ¢an- 
celilation of a contract held by a small-business defense-production pool. The 
agency’s local office interceded on the pool’s behalf and obtained an extension of 
the delivery date on the contract. Cancellation of the contract would 
resulted in a loss of approximately $30,000 to the pool members. 

A new York firm writes: “We are pleased to advise that the referenced con- 
tract which specifies delivery by December 5, 1956, was completed to the Air 
Force on September 11, 1956. We are certain that this information will be of 
interest to your office since this order was awarded to us on the basis of the 
recommendation from the Small Business Administration. * * There is no 
doubt that without your intervention this contract would never have been 
made available to us. However, because of your action the Air Force and the 
Government have profited greatly.” 

The SBA assisted a small-business firm in Wichita, Kans., to obtain a $250,000 
advance payment from the Air Force, and a contract amounting to more than 
$900,000. This award was made at a saving of approximately $81,000 to the 
Government. 

A small manufacturer from Davenport, Iowa, who attended the Small Busi- 
ness opportunity meeting at Omaha demonstrated a small drill press devised for 
drilling light sheet metal without deforming it. A representative of the McDon- 
nell Aircraft Co. stated that his firm had long needed such a tool to repair 
honeycomb structure used in stabilizing aircraft wings, and a contact was 
established which may save the Government considerable money in the cost of 
repairing honeycomb structure. 

As the result of intercession in their behalf by the Washington office of the 
Small Business Administration, a California manufacturer writes: “We wish 
to express our sincere thanks for your kind assistance in helping us to obtain 
the contract with the Army for electric fryers, which we received by wire 
today.” 

The agency’s Denver office referred an Air Force negotiated procurement to a 
small electronics firm which had requested aid in obtaining Government bus- 
iness. With further advice from the Denver staff, the firm prepared its pro- 
posal and was awarded a contract amounting to about $160,000. 

A small Baltimore firm writes: “* * * During the past vear we have been 
successful in obtaining orders from the Army Chemical Center amounting to 
approximately $5,200. Orders from the General Services Administration have 
amounted to approximately $1,600. We have an export order which was sched- 
uled to move last month which amounts to $31,000 * * *. All of the above orders 
were made possible from information received at your office, and we are very 
grateful for the additional business.” 

A small Minnesota firm primarily engaged in the development of thermo- 
plastic film products requested assistance in establishing contact with Federal 
agencies interested in thermoplastic film products, specifically balloons, para- 
chutes, etc. Through the coordination of the Minneapolis regional office, the 
Washington office, and Small Business representatives in purchasing centers, the 
company was provided with the necessary information to enable them to make 
the contacts. The company has subsequently received an award for the research 
and development of mylar balloons and tetroons in the amount of $34,984. 

When requesting that a large packaging contract be set aside for small 
business, the Small Business Administration learned that the specifications were 
so restrictive as to preclude all but two bidders. The agency asked that these 
specifications be changed so as to allow small firms to bid. This was agreed 
to and the large procurement set aside for small business. This action assures 
that a small firm will be awarded a contract for approximately $750,000 on 
which no small-business firm otherwise could have qualified. 

From a small firm in Philadelphia, Pa.. “* * * Our sincere appreciation for 
the fine assistance and cooperation which your office has provided to our firm. 
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The Small Business Administration was instrumental in our obtaining a high 
volume of Government contracts. A definite savings to the Government has 
resulted from your efforts and we hope that the functions of SBA will be con- 
tinued as an aid to small business.” 

A small firm in Casper, Wyo., contacted the Small Business Administration 
office in Denver with regard to selling their patented electrical extension cords 
to the Federal Government. Arrangements were made for members of the firm 
to contact numerous Federal installations in the Rocky Mountain area consid- 
ered to be large potential users of their product. As a result, sufficient demand 
was created to justify the Denver regional office of the General Services Ad- 
ministration to negotiate a long-term contract with the company for supply of 
their product. General Services Administration reports receipt of requisitions 
for this product from Michigan, Louisiana, Wyoming, and Alaska in addition 
to those from the Denver area. 

The president of a small-business plant in Wichita, Kans., states: ‘““‘We should 
like to report to you on some of the clinics you have been holding, particularly 
in Hutchinson and Kansas City. We received so much information from these 
clinics that we are greatly encouraged * * *. I am pleased to tell you that we 
have received a contract from Vickers for a pilot run of parts that amounts to 
something over $9,000. They have told us that if we can produce them prop- 
erly, we can expect to have a larger quantity each month * * *. I might also 
add that since the meetings, we have had small orders from both Beech and 
Cessna, and are working on those as well.” 

When the Small Business Administration learned that the Oklahoma City 
Air Materiel area had issued 3 invitations for bid on 3 items with no response, 
it brought the items to the attention of a small firm in Dallas which could make 
the products. This resulted in the firm being awarded contracts to supply the 
items, and being sent to three other bases where several other nice contracts were 
obtained. 

Another letter received by the SBA Los Angeles office states: “Both my partner 
and I wish to thank you for the splendid cooperation that you and your office 
gave to us regarding the Watervliet contract. We feel that without help we 
certainly would have lost the award.” 

The owner of a new shoe company in New Hampshire visited the Small 
Business Administration Boston office to obtain advice in bidding on a Navy 
procurement for men’s dress shoes. Information was given on obtaining bid 
forms and detailed advice presented on bid and negotiation procedure involved 
in a small-business set-aside. As the result of this detailed guidance, the firm 
was successful in obtaining an award amounting to more than $1 million. 

A small Ohio manufacturer writes to the Small Business regional office: ‘The 
contract resulting from our recent quotation on United States Navy IFB 600— 
1757-56 was received on June 30. Total value of this contract No. N6O0—42529 is 
$32,921. While we do not always acknowledge notices furnished by your office, 
this award certainly proves their value.” 

In order to assist the physically handicapped to obtain employment, an SBA 
regional office in California, in cooperation with the Governor’s Committee for 
the Employment of the Handicapped of the State of California, brought material 
urging employment of physically handicapped personnel to the attention of 
1,000 manufacturers registered with the office. 

The following letter from a small Georgia firm was received by the Small 
Business Administration Atlanta office: “We would like to express our appre- 
ciation to you and your staff for helping us secure three Signal Corps contracts.” 

A Small Business Administration representative learned that the bid of a 
small Ohio manufacturer was being considered nonresponsible because the firm 
had failed to indicate that it would furnish a qualified engine on a contract for 
gasoline engine-driven compressors. The Small Business Administration promptly 
notified the firm that it was about to lose the award through this oversight and 
advised the firm to notify the contracting officer immediately if a qualified engine 
would be furnished. This was done and the firm received the contract for an 
amount of over one-half million dollars. 

Another California firm states to the Small Business Administration staff at 
the Los Angeles regional office: ““We wish to take this opportunity to express our 
thanks to you for your interest and quick assistance given us in obtaining this 
eontract.” 

A small tirm in Memphis, Tenn. writes: “We wish to thank you for the interest 
your office has taken in the set-aside of the Millington Naval Base contract for 
small business * * *” 
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A’ small boatyard on Cape Code, which was operating under a Navy contract 
has been forced to shut down for over a year pending engineering changes jn 
the construction of boats. When the Navy Department refused to compensate 
the boatyard properly for the additional cost of the changes, the Small Business 
Administration interceded in behalf of the firm and the Navy Department agreed 
to review the claim. A settlement was made for the changes which were 
acceptable and which will permit the small firm to complete the contract 
profitably. 


From a successful bidder in Missouri: ‘“‘* * Thank you for the splendid 
cooperation and assistance that the Small Business Administration has given 
us. Through your efforts in notifying us of Government proposals opened to 


small business, we were successful in obtaining two of these contracts.” 

A small furniture manufacturer in West Virginia was the only bidder on an 
invitation to bid for dressers. The contracting ofticer indicated that this com- 
pany was to be denied the award. Investigation and follow-through by the 
Smal) Business Administration resulted in the award of this contract to the 
small business and also allowed the manufacturer to make delivery of these 
dressers by his own trucking facilities without the necessity of expensive and 
unnecessary crating. This resulted in a substantial saving to the Government. 


Exuipir H. EXAMPLES OF PRODUCTION ASSISTANC] 


Typical examples of the types of problems with which production assistance 
Was given are: 

A small firm in South Carolina sought advice on the machinery, equipment, 
and plant layout required to produce liquid petroleum gas tanks of varied sizes. 
A Small Business Administration production specialist suggested that the com 
pany begin operations by purchasing dome and side sheets which already had 
been formed and rolled, leaving only inspection of incoming material, welding, 
finish inspection, painting and shipping to be done, The specialist also suggested 
that later, as a first step in expanding operations, the company might purchase 
rolling equipment and power shears for rolling side sheets. If further expan 
sion were warranted, he suggested that the next step might be the addition of 
equipment for hot or cold rolling the tank domes. <A suggested plant layout 
aiso was furnished, showing location of various pieces of equipment, providing 
for storage and handling of raw steel and finished products, and making allow- 
ances for future expansion. The firm was advised of the requirements for cer- 
tification of their product by the American Society of Mechanical Engineers. 

A Small Business Administration production specialist, visiting a sheet metal 
fabricating plant in Texas, noticed that flat panels were being cleaned, degreased 
and painted by manual dipping in tanks, although a conveyor system moved 
the panels after painting. He pointed out that, for relatively little cost, the 
conveyor system could be extended and new tanks designed so that the entire 
operation would be largely automatic. He also recommended spray painting, 
instead of dipping, to reduce costs. The company has adopted 
tions, and estimates that the new installations will pay for themselves in reduced 
costs in less than 18 months 

Another Small Business Administration specialist, calling on a small business 


the recommenda- 


in Missouri engaged in a sewing operation, suggested changes in the method 
of loading the cutting tables and in moving work in process into the sewing 
room. Asa result of these changes the firm was able to show a profit rather 
than a loss on a defense contract which it was then performing. 

In another case, a small metal fabrication shop was low bidder on a large 
contract for tar kettles but was in danger of losing the award The owner 
appealed to the Small Business Administration for assistance. The company’s 
bid had been rejected by the contracting officer because he questioned its abil 
ity to meet the contract requirements. An SBA specialist surveyed the plant 


and found that it actually could not meet the required specifications. When the 
specialist pointed out the reasons for his finding, the small firm owner was 
convinced beyond any question. Instead of regretting loss of the contract, he 
then was very grateful to the Small Business Administration for showing him 
that the contract if awarded, would have been disastrous to his small company. 

A small California firm which manufactures canvas items had difficulty in 
obtaining Government contracts because of poor management and lack of qual 
ity control. Under the Small Business Administration’s guidance the firm im 
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proved its operations and quality control. As a result its Government orders 
have increased to the point that the firm now has 4 times as many employees 
as it did 2 years ago. 

Soon after it opened a new department in the field of light metal stampings, 
a Texas chemical products firm found that it lacked necessary technical knowl- 
edge in many phases of the operation. An SBA representative analyzed the 
firm’s problems and located a professional engineering consultant who agreed 
to work with the firm on a part-time basis. 

The operator of a small welding shop in Minnesota developed a rough design 
of a truck tank for delivery of turkey mash directly from the mill to the feeder. 
However, he was confronted by Cesign and production obstacles. An SBA in- 
dustrial specialist suggested changes in design to simplify production and meth- 
ods for fabricating parts and assemblies to effect cost savings. 

A group of persons who wished to form a company to manufacture railroad 
signal flares called upon the Small Business Administration for assistance. 
Agency representatives aided in obtaining a suitable location for the plant and 
in getting the necessary equipment and supplies. 

A Washington firm developed and patented a high-speed automatic wrapping 
machine to wrap and seal meats, vegetables and bakery goods with cellophane, 
pliofilm, polyethylene and similar materials. At the request of the manufae- 
turer an SBA production specialist studied the machine and recommended that 
certain refinements be incorporated in the production units. The agency staff 
member suggested also that assembly jigs and fixtures be designed and esti- 
mates of assembled unit production costs be obtained. The management has now 
completed the production assembiy jigs and fixtures and has under production 
the first of its machines. 

A plastic molding and tool and die company in Oregon had been experiencing 
heavy financial losses due to a high percentage of rejected parts produced from 
various dies. After study of the firm’s production techniques, an SBA produc- 
tion specialist recommended that improved temperature control be adhered to 
in the casting cycle of the molding machines and that greater circulation of 
coolants adjacent to the cavities in the die blocks be provided where necessary. 
The firm is now exercising greater production and quality control and operating 
op a profitable basis. 


Exuipeit I. EXAMPLES OF REQUESTS FOR ASSISTANCE RECEIVED, INDICATING NATURE 
OF REQUEST AND THE TYPE OF ASSISTANCE PROVIDED IN EACH INSTANCE 


A small New York concern which had acquired a large quantity of glass 
photographic negative plates in lieu of payment on a bad debt, requested assist- 
ance from the Small Business Administration in providing information which 
would enable it to reclaim the silver bromide and other forms of precious metal 
existing in the photographic emulsion. Many sources had been contacted by the 
small concern to obtain the needed information without satisfactory results. 

The SBA submitted this problem to a number of public and private technical 
information sources, and as a result a photographie emulsion removal process 
was developed. In addition, several emulsion and photographic solutions rec- 
lamation firms were contacted to assay value of emulsion sludge, confirming 
profitable salvage value. This technical information was transmitted to the 
small firm, including salvage sources and complete processes for stripping 
reclaimed silver bearing emulsion and cleaning glass for resale. 

A small Pennsylvania three-man establishment producing a dietary meat sub- 
stitute from wheat flour requested the assistance of the Small Business Admin- 
istration in providing information on salvaging the 80 percent waste in the form 
of wheat starch slurry resulting from this operation. 

Several public and private sources which had developed information on the 
commercial utilization of wheat starch slurry were contacted and the small con- 
cern was furnished all available technical information on research and develop- 
ment concerning this particular subject, including publications regarding starch 
from wheat and other cereal flours, wet milling of cereal grains, making starch 
from wheat flour, batter process for the separation of starch and gluten from 
wheat flours, wheat-starch manufacture, and details of equipment needed and 
processing methods. 

A small Ohio concern interested in obtaining plans and specifications of vari- 
ous types of bomb shelters requested assistance from the Small Business Admin- 
istration in providing this information. 
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Through the cooperation of the Federal Civil Defense Administration infor- 
mation was provided on a TV—5-2 shelter from radioactive fallout, shelter de- 
signs—home type and industrial underground personnel type (80 persons). In 
addition, information was provided through the cooperation of the Atomic 
Energy Commission on the availability of Government patents on structural 
materials used in bomb shelters. The firm also was furnished information on 
a privately owned patented bomb shelter. 

A small New York concern receiving regular issues of the products list circular 
requested information on an invention listed in the circular titled “Drip-Proof 
Cup.” The small company had open productive capacity and was interested in 
manufacturing and marketing this product. The firm was put in touch with the 
owner of this invention who resided in Missouri, and within a week the Small 
Business Administration office in Kansas City reported that the inventor had 
been contacted by the firm and a contract arranged. 

A small producer of insecticides in Indiana, who desired to expand his pro- 
duction activities requested assistance from the Small Business Administration 
in providing technical information on available research developments concern- 
ng commercial utilization of farm wastes. 

This agency solicited both private and public sources for information which 
would be helpful to this small producer and obtained several publications con- 
taining current developments in the utilization of various types of farm waste. 
These were forwarded to the inquiring source, who upon receipt of the infor- 
mation, addressed the following letter to the Small Business Administration: 

“Thank you very much for your letter of July 12 and the various pieces of 
material that you have sent for our information. 

“It is indeed a fine feeling for a small-business man to know that he has a 
division such 1s yours in the Federal Government working in his behalf. Some- 
times we businessmen have the feeling that the Government is so darn big they 
spend all their time on billion-dollar deals and interoffice communications, 
obviously this is not true in your case. 

“Thanks again for your assistance in this matter and we think very possibly 
we will come up with something either from the material you have sent us or 
which you say we shall receive in your publications.” 

A letter was received from a small California firm requesting information 
which would enable it to adjust its formula for producing a mastic or adhesive 
for applying aluminum wall tile to walls and ceilings so that various qualities 
could be manufactured. 

As industry sources for technical information on research and development of 
adhesives are generally of a proprietary and confidential nature, the technical 
information sought was obtained from Government research reports. These 
reports were the result of research contracts performed primarily by industrial 
research laboratories for the United States Government. This information on 
adhesives, together with Federal text method specification standard publication 
titled “Adhesive: Methods of Testing,” was forwarded to the inquiring source. 
In addition the small! firm was furnished patent abstracts of Government-owned 
inventions available for licensing covering the subject of adhesives. 

Another small industrial firm in Iowa requested assistance in obtaining 
information on the commercial development and utilization of the vast amount 
of corncobs available in that State. After searching for solution to this problem, 
the Small Business Administration was able to furnish the following studies and 
reports to the firm: 

1. Corncobs—their composition, availability, agriculture, and industrial 

uses. 
Soft grits provide low-cost method for blast-cleaning metals. 

& New abrasive for hand soaps. 

4. More cob processing plants. 
». Butyl alcohol. 
3. Saccharification lignin concentrates in phenalies. 
The storage of corncobs and other agricultural residues for industrial 


sy 


use. 

Further research revealed that considerable corn cob tonnage (400,000 per 
year) was being utilized in the manufacture of furfural, and that a national 
cereal manufacturer located in the State of lowa afforded a highly potential 
marketing outlet for the small firm. 


for- 
de- 
In 
mie 
ral 
on 


lar 
oof 
| in 
the 
all 
ad 


ro- 
ion 
rmn- 


ich 
on- 
ste. 
‘or- 
m: 

of 


sa 
ne- 
1ey 
ns, 


bly 
or 


ion 
ive 


1e8 


of 
cal 
ese 





on 
ion 
ce. 
ed 


ing 
int 
‘m, 
nd 


ial 


ial 


ver 
ial 
ial 


CREDIT NEEDS OF SMALL BUSINESS 389 


A small Maryland firm address the following letter to the Small Business 
Administration : 

“We wish to bleach our own shellac but are having difficulty obtaining the 
services of someone who knows how. We now cut shellac ourselves. Could 
you suggest a chemist or the method? Your aid will be appreciated.” 

Through the cooperation of industrial and governmental sources the small 
firm was assisted by providing it with sources where the desired information 
would be available. This assistance included publications issued by the United 
States Bureau of Standards, and other publications issued by a national trade 
association. In addition a listing of the names of four manufacturers of bleached 
shellac was furnished. 


Exuisir J. EXAMPLES OF MANAGERIAL ASSISTANCE 


Typical comments regarding Small Business Administration management 
publications are: 

A laundryman in Long Beach, Calif., wrote: “I believe the service your depart- 
ment renders * * * is outstanding, and one of the best methods our Government 
has used to provide factual and educational information to the people who 
need it.” 

A Chicago manufacturer wrote: “The publications made available by you 
for small businesses have been very helpful to us since we are a relatively small 
company and have benefited tremendously by these aids.” 

A Michigan firm’s sales manager wrote: “These publications are used in our 
own business, plus being used as a means of passing along information to our 
dealers.” 

An Ohio bank vice president wrote: ‘We are very much in favor of your 
Small Business Administration publications. We maintain a complete file for 
reference for our offices and custoniers.” 

A New York manufacturer said: “We find your small-business aids of great 
help. In our type of small business where it is not possible to employ individuals 
specializing in the various phases of office management and selling, we find 
your suggestions as valuable as a silent partner.” 

A New York management consultant said this of the aids: “This material 


** * 


is of excellent value * * *. It has given us many good ideas, it has taught 
us many things we did not know previously, and it has allowed us to pass on 
** * tipsto * * * manufacturers we represent.” 


Typical examples of problems for which other business counseling assistance 
was given are: 

“We are studying our office equipment and machinery to determine its practical- 
ity. * * * Have you information on current types of office machines and their 
application to various office procedures?” Information and sources of informa- 
lion were supplied. 

“We are a food processing concern and desire to know where we can obtain 
information concerning the maintenance of high-quality sanitation standards.” 
The concern was referred to specific trade associations and trade journals. 

“IT am interested in organizing and operating a restaurant and would appreci- 
ate any information you could forward me.” Sources of information were sup- 
plied on leasing and buying a location, food preparation, record keeping, opera- 
tional methods, and operating ratios for restaurants. 

One inquirer sought information concerning the reorganization of his small 
company. He was especially interested in the advisability of having as president 
a man primarily interested in research and development. As part of the counsel 
offered, the Small Business Administration suggested that he consult with offi- 
cers of a certain company which already had a technical man as president. 
The businessman followed this recommendation with satisfactory results. 

“T should like information with reference to a small business dealing in air 
compressors and equipment related to skindiving.” Sources of information on 
the manufacture, cost and merchandising of air compressors and other types of 
skin-diving equipment were supplied. 

“T plan to open a used clothing store and would appreciate information con- 
cerning this type of business—store operation, capital investment, taxes and li- 
censes, factory rejects, etc.” Information was obtained from a Government 
specialist in the retail clothing field and forwarded to the inquirer. 
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Typical comments from businessmen who have completed cosponsored adminis- 
trative management courses are: 

“IT am taking back to the office help that I’ll be able to use and apply with an 
understanding I haven’t had in the past.” 

“T think this type course should be recommended to ali persons entering into 
business—we've learned most of the points mentioned the hard way.” 

“The financing knowledge picked up helped me to secure financing that I 
couldn’t have gotten otherwise. This is worth more to me than the cost of the 
entire course.” 

“This course has helped me decide on making a major change in my business, 
This is due to no specific statement or lecture, but to the general information 
gained from the entire course.” 

“T received more than my money’s worth of knowledge and believe that more 
small-business men should be given the opportunity to take such a course.” 
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tie oo bo 


Wo 


Vanagement publications 
MANAGEMENT AIDS ISSUED 


How Small Plants Can Sell to the Federal Government 

Adequate Production Control 

Reducing Accident Costs in Small Industrial Plants 

Business Insurance—I 

Reducing Accident Costs Through Safe Working Conditions 

Is Your Labor Turnover Cost Too High? 

Reducing Accident Costs by Use of Safety Committees 

Incentive Techniques in Small Business 

How the Small Plant Can Analyze Old and New Markets 

Saving Manpower in Industry 

Minimizing the Cost of Breaking In New Personnel 

Reducing Accident Costs Through Reports and Records 

Small Plant Health and Medical Programs 

Subcontracting for Small Plants 

Business Insurance—II 

Methods Engineering for the Small Plant 

How Walsh-Healey Public Contracts Act Affects Government Supply Con- 
tractors 

Changes in Organization Responsibilities as a Plant Grows 

Two Dozen Ideas for Effective Administration 

Reducing Accident Costs Through Safe Work Methods 

Business Insurance—III 

Developing Foremen in Smaller Plants 

Budgeting in the Small Plant 

Improving Shipping Room Operations in Smail Plants 

Improving Maintenance Operations in Small Plants 

How Management Consultants Help Small Manufacturers 

Reducing Accident Costs Through Selling Safety to Supervisors and Workers 

Business Insurance—IV 

Analyzing Your Government Contract 

Employee Selection and Placement Methods for Small Plants 

Packaging Pointers for Government Contractors 

How Trade Associations Help Small Manufacturers 

Borrowing Money From Your Bank 

Depreciation, Deterioration, and Obsolescence 

Materiais Control for Small Plants 

Sound Pricing Policy in Bidding on Government Contracts 

Figuring and Using Break-Even Points 

How Advertising Agencies Serve Small Business 

How to Choose Your Banker Wisely 

Pitfalls in Estimating Your Manufacturing Costs 

How the U. S. Employment Service Helps Small Business 

Getting Your Product on a Qualified Products List 

Appraise Your Competitive Position to Improve Company Planning 

How to Build Your Sales Volume 


5. Judging Your Purchasing Efficiency 


How to Analyze Your Own Business 

How Federal Mediation and Conciliation Service Helps Small Business 
Sales Forecasting for Small Business 

Know Your Patenting Procedures 

How Manufacturers Agents Help Small Business 

How to Reduce Your Operating Costs 

Loan Sources in the Federal Government 

Small Business Profits from Unpatentable Ideas 
Phychological Testing for Small Business 

How to Set Up Sales Territories 

Streamlining Office Systems in Small Business 

Wage Incentives in Small Business 

How Independent Laboratories Help Small Business 
How Marketing Research Helps Small Manufacturers 
How Field Warehousing Concerns Help Small Business 
How Good Records Aid Income Tax Reporting 
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How to Price a New Product 

How Food Brokers Help Small Manufacturers 

Appeal Procedures for Income Tax Cases 

How the Securities Act of 1933 Affects Small Business 
How Industrial Distributors Help Small Manufacturers 
Developing Sound Production Standards 

Using Your Banker’s Advisory Services 

Redesigning Products for Better Marketability 
Record Retention in Small Business 

Office Mechanization for Small Business 

Broadening Your Manufacturing Operations 

Making a Market Survey 

Planning Your Working Capital Requirements 
Protecting Your Records Against Disaster 

Surveying and Controlling Executive Time 

Executive Incentives in Small Business 

How the Post Office Helps Small Business 


MANAGEMENT AIDS IN ACTIVE PREPARATION 


Effective Control for Better Management 
Choosing the Legal Structure for Your Firm 
Utilizing Older Workers in Industry 


TECHNICAL AIDS ISSUED 


Proper Alignment of Machine Tools 

Sharpening of Drills, Lathe Tools, and Milling Cutters 

Care and Maintenance of Belt, Chain, and Gear Drives 

Sharpening Certain Metal Cutting Tools Used in Machine Shops 

Precision Measurement of Workpieces 

Selecting the Right Tool Steel 

Machining Aluminum—I 

Metallizing 

Machining Plastics—I 

Machining Aluminum—II 

Machining Plastiecs—Il 

Machining, Repairing, and Heat Treating Cast Iron Workpieces 

Cutting Oils and Coolants 

Corrosion in Machine Shops—Causes and Prevention 

Machining Brass and Bronze Workpieces 

Machining Magnesium Alloy Workpieces 

Taps and Dies 

Surface Cleaning Techniques 

Care and Maintenance of Grinding Wheels 

Maintenance of Power Hand Tools 

Surface Finishing Techniques—I 

Surface Finishing Techniques—II 

Titanium 

Surface Finishing Techniques—IT] 

Lengthening Tool Life 

How to Select the Right Grinding Wheel 

Gaging Tolerances in Machine Shops 

Economics in Lubrication 

Inventions: Government-Owned; Government-Licensed and Registered 
License or Sale 

Fire Prevention in Small Business 

Radioisotopes and Small Business 

Essentials of Good Plant Lubrication 

Gas Welding of Cast Iron 

Handling, Storing, and Dispensing of Lubricants 

Care of Hydraulic Systems 

Economical Chip Breakers for Machining Steel 

Use of Templates and Scale Models 

Preventive Maintenance in the Small Plant 

Reinforced Plastics 

Reducing Costs with Jigs, Fixtures, and Gages 


for 











‘394 CREDIT NEEDS OF SMALL BUSINESS 


41. 


») 


43. 
44. 
45. 
46. 


How Good Plant Housekeeping Will Increase Production 
Principles of Plant Layout for Small Plants 
Plastics—Opportunities for Smali Business 

Recent Developments in the Ferrous Foundry Industry 
Cash Values in Industrial Scrap 

Modern Welding Methods 


TECHNICAL AIDS IN ACTIVE PREPARATION 


Metal Powder Uses in the Small Plant 

The Use of Plastics for Tools, Dies, Jigs, and Fixtures 
Control of Expendable Tools—I 

Reduce Waste—lIncrease Profit 

Control of Expendable Tools—II 
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16. 
17. 
18. 
19. 


Ot 


SMALL MARKETERS AIDS ISSUED 


Records Management in Smaller Stores 

Effective Advertising for Small Retailers 

Attracting Customers to Your Small Store 

Employee Relations for Small Retailers 

Basic Stock Control for Small Stores 

suilding Sound Credit Policies for Small Stores 

Why Small Business Owners Need Sound Wills 
Providing Management Replacements in Small Business 


. Competitive Tactics for Small Wholesalers 
10. 


Diversification for Small Marketers 

Sales Training for Small Wholesalers 

Turning Customer Complaints into Profits 

Sizing Up Small Business Locations 

How Distributive Education Helps Small Business 
Appraising the Market for the Services You Offer 
Improving Personal Selling in Small Business 

How the Department of Justice Helps Small Business 


SMALL MARKETERS AIDS IN ACTIVE PREPARATION 


Front Office Courtesy Pays 
Fundamental Records for Small Marketers 


SMALL BUSINESS MANAGEMENT SERIES ISSUED 


An Employee Suggestion System for the Small Plant 

One Hundred and Fifty Questions for a Prospective Manufacturer 
Human Relations in Small Industry 

Improving Materials Handling in Small Plants 

Public Accounting Services for Small Manufacturers 

Cutting Office Costs in Small Plants 

Better Communications in Small Business 

Making Your Sales Figures Talk 


. Cost Accounting for Small Manufacturers 
10. 
11. 
12. 
13. 
14, 


Design in Your Business 

Sales Training for the Smaller Manufacturer 

Executive Development in Small Business 

The Small Manufacturer and His Specialized Staff 

The Foreman in Small Industry 

A Handbook of Small Business Finance 

Health Maintenance for Greater Efficiency 

New Product Introduction for Small Business Owners 
Profitable Advertising for Small Industrial Goods Producers 
Technology and Your New Products 
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SMALL BUSINESS MANAGEMENT SERIES IN ACTIVE PREPARATION 
Ratio Analysis for Small Business Owners 


Small-business management series listed in order of sales, as of Dee. 25, 1956 


| | 











No Title Date published Sales to | Rank 
| Dec. 25, 1956 
9 | Cost Accounting for Small Manufacturers February 1954___| 39, 664 1 
6 | Cutting Office Costs in Small Plants do | 38, 174 2 
3 | Human Relations in Small Industry May 1953 34, 431 3 
15 | A Handbook of Small Business Finance October 1954 | 31, 550 4 
11 | Sales Training for the Small Manufacturer _| April 1954 | 30, 877 5 
5 | Public Accounting Services for Small Manufacturers ; September 1953 27, 702 6 
12 | Executive Development in Small Business May 1954 26, 650 7 
8 | Making Your Sales Figures Talk February 1954___ | 25, 126 8 
4 | Improving Materials Handling in Small Plants July 1953 | 25, 051 y 
1 An Employee Suggestion System for the Small Plant September 1952 23, 887 10 
2 | 150 Questions for a Prospective Manufacturer _ - April 1953 20, 109 ll 
7 | Better Communications in Small Business February 1954 19, 914 12 
14 | The Foreman in Small Industry June 1954 | 17.079 | 13 
10 | Design Is Your Business March 1954 17, 077 14 
13 The Small Manufacturer and His Specialized Staff June 1954 16, 521 | 15 
17 | New Product Introduction for Small Business Owners. December 1955. | 16 
16 | Health Maintenance for Greater Efficiency December 1954 17 
19 | Technology and Your New Products Nov. 13, 1956 18 
18 | Profitable Advertising for Small Industrial Goods Producers.| Sept. 17, 1956 19 
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ADDENDUM 


TECHNICAL 
MarcH 1957 


PROGRAMS OF PROCUREMENT AND 


ExnHisit A.—Procurement and technical 


ASSISTANCE 


assistance 


SMALL BUSINESS 


TO SMALL 


activities 


Aug. 1, 1953, through March 1957, unless otherwise indicated ) 


Procurements set aside for small business- 7 ‘ 
Value eae 
Set-asides awarded 
Value 
Prime-contract referrals 
Contracts resulting from referrals_ 
Value me ‘ 
Contacts to develop subcontract opportunities 
Subcontract referrals Jia 
Cases of procurement assistance counseling and representa- 
tion to procurement agencies in behalf of small firms 
Firms assisted to bid on specific procurements 
Additional sources of supply furnished for bidders’ lists on 
which small-business competition was needed 
Certificates of competency: 
Applications received 
Value 
Plants visited in connection with progress of certified 


| 
| 


| 
| 
| 
| 
| 


| $108, 841, 421 








Aug. 1, 1953- | July 1, if 
Mar. 25, 1957 | Mar. 25, 1956 
ots 
19, 123 | 3, 653 | 
$1,619,593,650 | $299, 560, 922 
1 14, 157 | 2 2, 947 
$993, 815, 048 | $219, 207, 150 
383, 441 | 67, 609 
5 7, 502 } 
§ $579, 491,000 | $212, 690, 000 


12, O86 | 


2, 960 | 
j 
2, 383 | 


28, 448 2, 517 
7 80, 752 16, 280 | 
19, 202 | 4, 389 
| 
78 17,103 3, 570 | 
596 117 


$20, 664, 009 


BUSINESS 


(for the period 


| July 1, 1956- 


Mar. 25, 1957 


7, 503 

$506, 800, 27 
3 5, 898 
$353, 538, 178 
* 42, 450 

(8) 

(8) 


i) 


536 
, 008 


on 


23, 940 
7, 590 


206 


157 
289 


contracts 3, 295 502 597 
Number of COC’s issued 274 55 | 61 
Value sane $33, 311, 834 $8, 105, 619 $5, 898, 311 

Engineering surveys (loans, certificates, preaward, etc.) 5,473 | 1, 329 | 1, 940 
Cases in which production and management assistance, includ- | 
ing material and equipment assistance, was given 27,819 6, 299 ‘3,474 
Publications distributed: 
Management Aids 1, 970, 790 242, 920 259, 945 
Technical Aids 626, 275 23, 675 93, 225 
Small Marketers’ Aids 429, 425 70, 795 168, 760 
Small-Business Management Series 
Sales 461, 565 54, 282 69, 765 
Free distribution ‘ 36, 114 1, 892 2, 730 
Management Aids Annual No. 1, sales 21,178 130 4, 385 
Management Aids Annual No. 2, sales 15, 305 5, 842 
Technical Aids Annual No. 1, sales 5, 310 5, 310 
Purchasing Directory, sales 44, 133 11, 535 5, 481 
Specifications Directory, sales 14, 665 1,615 4, 223 
Requests for products assistance handled 16, 354 3, 971 7, 654 
Inventions listed in products list circular 1, 665 9 539 802 
Requests received for information and data on inventions 
listed in the circular 4, 847 1 839 2, 956 
1! These awards resulted in 22,115 contracts to small firms 
2 These awards resulted in 5,236 contracts to small firms 
3 These awards resulted in 8,984 contracts to small firms. 
‘ Higher priority programs have caused a decrease in the staff time a lable for tl tivit 
§’ Covers only period July 1, 1954, through June 1956 
6 Statistics discontinued. 
7 Covers period beginning July 1, 1954 
8 Feb. 25, 1957, figure. 
9 Covers 7 months (September 1955-March 1956 
10 Covers Dec. 1, 1955 (initial recording date and beginning of system), through March 1957 





1! Covers 4 months 


EXHIBIT B. 


Joint 


December 1955 


set-asides 


March 1956 


Comparison of 9-month periods from 


through Mareh 1957 
July 1953 July 1954 July 1955 
through through through 
March 1954! March 1955 March 1956 
Initiated by SBA 
Number 1, 285 2, 643 3,931 
Amount $296, 977,675 | $316, 531,863 | $353, 342, 759 
Agreed to 
Number 999 2, 52 3, 653 
Amount £189, 643, 645 $270, 908, 193 $2990 AAD, 922 
Procurements, awarded 172 1, 45¢ 2, 947 
Value S108. 570. 4038 $112 297. 369 $219, 207. 150 
1 Includes 1 month of operation under the Small Defense Plants Administration 


July 1958 


July 1956 


through 
March 1957 
7, 651 
$550, 999, 989 
7, 503 
$506, 800, 270 
5, 88 
353, 538, 178 
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Exurpir C.—Awurds under joint set-aside program, by States, cumulative 
through Feb. 25, 1957 
YESS 
State Number of | Amount of State Number of Amount of 
riod contracts awards contracts | awards 
es ————|—___— 
Total 20, 929 |$949, 475, 918 SS braska 67 3, 046, 736 
a || Nevada ‘ 
1956- Alabama | 130 5, 989, O83 | om Hampshire 82 | 6,905,744 
rizoné y 180 || New Jersey 1, 386 9, 73 
Apes isheness 87 6, . 185 New M -xico 19 | 
> California 2, 686 97, 467, 721 New York 4,318 
7, 503 Colorado 185 ; , 852 Nor th Carolina 187 
M), 270 Connecticut 347 | 18, 853, 447 a Dakota ’ 
I r Delaware 58 a , 564 Ohio } 1, 022 | 2, 
2 in District of Columbia 308 13, 025, 071 Oklahoma 143 | 4, y 
2. 450 Florida 146 | 4,908, 700 | Pe . | 1: 3, 639, 660 
. leorgi: 320 13, 352, 526 -ennsylvania , 547 | 72, 468, 38: 
ldehe 53 | 1" 206. 663 Rhode Island eo 7 oor a 
3. 536 Illinois 1, 247 49, 958, 512 || South Carolina | 51 805, 904 
5, 008 Indiana 251 | 18,772, 203 || South Dakota 12 | 26, 449 
, lowa 118 | , 848 || rennessee 185 15, 103, 021 
3, 940 Kansas 115 748 Texas é 501 36, 805, 263 
7, 590 Kentucky 85 | , 762 || Utah 12 2, 754, 851 
F Louisiana 168 Vermont 14 | 252, 689 
5, 206 Maine 61 | Virginia - 342 | 12,792, 141 
Maryland 740 | Washington. 278 | 12, 402, 832 
157 Massachusetts 1, 003 West Virginia 44 | 5,649, 983 
0, 289 Michigan | 1, 025 Wisconsin 430 | 15, 407, 830 
° Minnesota 261 W yoming 17 309, 926 
” Mississippi 43 3, 586, 954 -uerto Rico 7 415, 344 
= Missouri 145 | 24, 835, 334 || Undistributed 5 | 172, 467 
8, 311 Montana 21 434, 171 
1, 940 
3, 474 
a Exuisit D.—Procurement installations where joint set-asides for small business 
~ - were made during the first 9 months of fiscal year 1957 
8, 760 
Army: 
9, 765 Redstone Arsenal Huntsville, Ala. 


2, 730 : > so aE eae e 
San Francisco district engineers___—_~- 


Military Subsistence Supply Agency 


Brooklyn, N. Y. 


4, 385 San Francisco, Calif. 

5, 842 Rocky Mountain Arsenal Denver, Colo. 

. an Office of the Quartermaster General Washington, D. C. 

4 29% Chicago Chemical Procurement District Chicago, Il. 

7, 654 Chicago Procurement Office, Corps of Engi- Do. 

802 neers. 
2. 956 Headquarters, Military Subsistence Supply Do. 
Agency. Do. 

The Army Signal Supply Agency sud 
Decatur Signal Corps Decatur, Il. 
Central Procurement Office, Fort Sheridan Highwood, Il. 
Joliet Arsenal. Joliet, Ill. 
Ordnance Ammunition Command Do. 
Ordnance Weapons Command : Rock Island, Il. 
Rock Island Arsenal ‘ Do. 
Savanna Ordnance Depot Savanna, Ill. 
Fort Polk Leesville, La. 
Aberdeen Proving Ground Aberdeen, Md. 

958 Fort Holabird saltimore, Md. 
Fort Ritchie Cascade, Md. 
Army Chemical Center Edgewood, Md. 

156 Fort Detrick Frederick, Md. 

h Fort George G. Meade Odenton, Md. 

1957 Quartermaster Research and Development Natick, Mass. 

- Command. 

Springfield Armory Springfield, Mass. 

7, 651 Watertown Arsenal ie Watertown, Mass. 

0, 989 | Ordnance Tank Automotive Command Detroit, Mich. 

7, 503 Army Transportation Corps St. Louis, Mo. 

0, 270 | Picatinny Arsenal Dover, N. J. 

e178 | Raritan Arsenal Metuchen, N. J. 

i 
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Quartermaster Research and Revelopment 


Navy 


Command—Continued 


New York Chemical Procurement District___ 


New York district engineers________- 


Fort Bragg_- se Foe 
pert Bil. 2..... ‘4 


Quartermaster Purchasing Agency, 


bus General Depot. 
The Army Signal Supply Agency-_- 


Colum- 


Military Clothing and Textile Supply Agency_ 


Fort Jackson__ ~~~ eae 
Fort Hood______- 
Camp Wolters se pide, 
Fort Sam Houston . natin 
Tooele Ordnance Depot iin. 
Fort Monroe______- 
Fort Eustis aii cktaceanell 
Hampton Roads, army terminal____ 
Ort. ben ss Z 


Contract Procurement Office, Camp McCoy 


Fort Monmouth_ aaa 


Dallas Chemical Procurement District______- 


Fort Benjamin Harrison_______- 
Ordnance Assembly Plant__--_- 


Navy Purchasing Office_____- 
Yards and Docks Suply Office 
Navy Purchasing Office 
Bureau of Aeronautics ae 
sureau of Ordnance............... 
Bureau of Ships____- : kn 
Headquarters, U. S. Marine Corps 
Naval Gun Factory, Supply Office 
Navy Purchasing Office_________~_ 
U. S. Naval Air Station_ = 
Pensacola Naval Air Station ___- 
Marine Corps Supply Center__-_ 


Naval Ordnance Plant_- inpigt hare 


Electronic Supply Office wee 
Naval Supply Depot 
Naval Avionics Facility 
Naval Academy___- 
Naval Shipyard 
Navy Purchasing Office 
Camp Lejeune__- , ; 
Ships Parts Control Center 
Aviation Supply Office 
General Stores Supply Office 
Naval Air Material Center 
Submarine Supply Office 
Ordnance Supply Office 
Naval Shipyard_. 

Do ; 
U. S. Naval Air Station 
Naval Air Station_____ 
U. S. Naval Air Station 
Navy Supply Center_. 
Force: 
Gadsden Air Force Depot__-- 


srookley Air Force Base, Mobile Air Ma- 


teriel Area. 
slvtheville Air Force Base a 
Little Rock Air Force Base_ 


Warner Robins Air Materiel Area_ i 


ae 


Chanute Air Force 
Topeka Air Force Depot 





BUSINESS 


New York, 
Do. 
Fayetteville, N. 
Lawton, Okla. 
Columbus, Ohio 


Ns 2 


C. 


Philadelphia, Pa. 
Do. 
Columbia, 8. C. 
Killeen, Tex. 
Mineral Wells, Tex. 
San Antonio, Tex. 
Tooele, Utah 
Hampton, Va. 
Lee Hall, Va. 
Norfolk, Va. 
Petersburg, Va. 
Camp McCoy, Wis. 
Ft. Monmouth, N. J. 
Dallas, Tex. 
Indianapolis, Ind. 
Edgewood, Md. 


Los Angeles, Calif. 
Port Hueneme, Calif. 


San Francisco, Calif. 
Washington, D. C. 

Do. 

Do. 

Do. 

Do. 

Do. 
Jacksonville, Fla. 
Pensacola, Fla. 
Albany, Ga. 
Macon, Ga. 

Great Lakes, Lil. 


Do. 
Indianapolis, Ind. 
Annapolis, Md. 
Portsmouth, N. 
Brooklyn, N. Y. 
Camp Lejeune, N. C. 
Mechanicsburg, Pa. 
Philadelphia, Pa. 

Do. 

Leo. 

Do. 
Mechanicsburg, Pa. 
Philadelphia, Pa. 
Charleston, S. C. 
Memphis, Tenn. 
Millington, Tenn. 
Dallas, Tex. 
Norfolk, Va. 


H. 


Gadsden, Ala. 
Mobile, Ala. 


Blytheville, Ark. 

Little Rock, Ark. 

Robins Air Force Base, Ga. 

Chanute, Ill. 

Topeka Air 
Kans. 


Force Station, 


Air 


Joint 


CREDIT NEEDS OF 


Forece—Continued 

England Air Force Base 

Lake Charles Air Force Base 

Rome Air Force Depot, Griffiss Air Force 
Base. 


Air Materiel Command_- 


Dayton Air Force Depot, Gentile Air Force 
Station. 

Shelby Air Force Depot, Wilkins Air Force 
Station. 


Vance Air Force Base 

Oklahoma City Air Materiel Area 

Ardmore Air Force Base 

Middletown Air Materiel Area_ 

Memphis Air Force Depot, 
Force Station. 

Abilene Air Force Base 


Webb Air Force Base_ 
Bryan Air Force Base. 
Carswell Air Force Base__- 
Hensley Field Se 
Ellington Air Force Base_- oe 
San Antonio Air Materiel Area__- 
Reese Air Force Base 
Lackland Air Force Base 
Perrin Air Force Base_- 
Sheppard Air Force Base_ 
Langley Air Force Base 
agencies: 

Military Petroleum Supply Agency 
Military Medical Supply Agency 


Federal civilian agencies: 


Department of Agriculture 
Field offices 


Department of Commerce aici 
National Bureau of Standards__- 
Civil Aeronautics Administration 

Field offices___.______ 


Coast and Geodetic Survey 
Maritime Administration 
Field oftices 


Department of the Interior 
Field offices 


SMALL BUSINESS 


Alexandria, La. 

Lake Charles, La. 

Rome, N. Y. 

Wright-Patterson Air Force 
Base, Ohio 

Dayton, Ohio 


Shelby, Ohio 


Altus, Okla. 

Clinton, Okla. 

Enid, Okla. 
Oklahoma City, Okla. 
Ardmore, Okla. 
Middletown, Pa. 
Memphis, Tenn. 


Abilene, Tex. 
Amarillo, Tex. 
Austin, Tex. 

Gig Spring, Tex. 
Bryan, Tex. 

Fort Worth, Tex. 
Grand Prairie, Tex. 
Houston, Tex. 
Kelly Air Force 
Lubbock, Tex. 
San Antonio, Tex. 
Sherman, Tex. 
Wichita Falls, Tex. 
Hampton, Va. 


Base, Tex. 


Washington, D. C. 
Brooklyn, N. Y. 


Washington, D. C. 
Denver, Colo. 
Albany, Calif. 
San Francisco, Calif. 
Atlanta, Ga. 
Chicago, Ili. 
New Orleans, La. 
Minneapolis, Minn. 
Milwaukee, Wis. 
Washington, D. C. 
Do. 
Do. 
Los Angeles, Calif. 
Kansas City, Mo. 
New York, N. Y. 
Oklahoma City, Okla. 
Fort Worth, Tex. 
Seattle, Wash. 
Washington, D. C. 
Do. 
San Francisco, Calif. 
New York, N. Y. 
Norfolk, Va. 
Washington, D. C, 
Denver, Colo. 
Muskogee, Okla. 
Amarillo, Tex. 
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Federal Civilian Agencies— Continued 


Bonneville Power Administration__ 
Services Administration 


General 
Petia Gueees. odatiun oo 


Veterans’ Administration 
Supply depot 2 


ExHIBIT E.—Report of Small Business 


NEEDS OF SMALL 


1dministration 


BUSINESS 


Portland, Oreg. 
Washington, D. C. 
San Francisco, Calif. 
Denver, Colo. 
Atlanta, Ga. 
Chicago, Tl. 
Boston, Mass. 
Kansas City, Mo. 
New York, N. Y. 
Fort Worth, Tex. 
Seattle, Wash. 
Washington, D. C. 
Hines, Ill. 


joint set-aside program 


cumulative from Aug. 1, 1958, through Mar. 25, 1957 





Procurements 
screened 
Nut Amount 
ber 
Army 20, 630'$3, 684, 388, 956 
Navy 27, 930) 7, 705, 332, 121 
Air Force 20, 191} 16, 249, 278, 174 


Armed ervices Pe- 
troleum Purchas- 
ing Agency 18 374, 451, O78 


Civilian agencies 2, 889 


71, 658/28, 132, 969, 122 


| These awards have resulted in 22,115 


EXHIBIT F. 


Potal 
Army 
Chemical Corps 
Corps of Engineers 


Ordnance Corps 
Quartermaster Corps 
Signal Corps 
Transportation Corps 
Headquarters, Fifth Army 


Navy 


Bureau of Aeronautics 
Aviation Supply Office 
Electronic Supply Office 
General Stores Supplies 
Navy Purchasing Office 
Bureau of Ordnance 
Bureau of Ships 

Ships Parts Control Center 
Marine Corps 


Office 


Air Force 
Joint Agencies 


NU 


ber 


g 


é 


Armed Services Medical Procurement Age: 


Armed Services Textile and Apparel Procurem: 


sides initiated 
m Amount 

OS1! $836, 788, 260 
623, 612, 823, 451 
574 385. 006, 499 
1s 13, 614, 201 
733 39, 618, 862 


contracts to s! 


Certificates of competency 
through 


cy 


Armed Services Petroleum Purchasing Agency 


General Services Administration 
Treasury 


Bureau of Engraving and Printing 


Var 


20, 029) 1, 917, 851, 273 
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nall firms 


nt Agency 


31, 195 





Set-asides agreed Se ide procure 
te ment award 
Num- Armount Num- Amount 
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7, 659) $7 170| 5, 921|$473, 135, 497 
7,370, 5 J17| 5, 536) 371, 242, 852 
? 356 56, 320, SI 1, 495| 106, 337, 767 
18 43, 614, 201 2} 18, 226, 110 
1, 720 38, 427,557; 1,203) 24, 872, 822 
19, 123/1, 619, 593, 650/114, 157| 993, 815, 048 


Origin and dispositions, Aug. 1, 1958 
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Certificates of competency as of Mar. 31, 1957 


Summary of SBA certifications : 
Not yet awarded contracts___- ; ee ee a ee 
Active certificates with contracts ahead of or on se hedule___ 
Active certificates with contracts behind schedule 
Certificates with procurement withdrawn____- 
Certificates with contract awarded others__ 
Contracts canceled____ _ Sais 
Certificates with contracts terminated 
Certificates with contracts completed_ braces 
Case closed because company became big business_______ ‘ 


Total number of certificates issued___________~_- 


1Contracts awarded to other than the certified firm because of factors involving other 
than production or financial capacity of the certified firm. 


ExHisBiT K 
Vanagement publications 
MANAGEMENT AIDS ISSUED 


How Small Plants Can Sell to the Federal Government 
Adequate Production Control 

Reducing Accident Costs in Small Industrial Plants 
Susiness Insurance—I 

Reducing Accident Costs Through Safe Working Conditions 
Is Your Labor Turnover Cost Too High? 

Reducing Accident Costs by Use of Safety Committee 
Incentive Techniques in Small Business 

How the Small Plant Can Analyze Old and New Markets 
Saving Manpower in Industry 

Minimizing the Cost of Breaking in New Personnel 
Reducing Accident Costs Through Reports and Records 
Small Plant Health and Medical Programs 

Subcontracting for Small Plants 

Business Insurance—II 

Methods Engineering for the Small Plant 

How Walsh-Healey Public Contracts Act Affects Government Supply Con- 

tractors 
Changes in Organization Responsibilities as a Plant Grows 
9. Two Dozen Ideas for Effective Administration 

Reducing Accident Costs Through Safe Work Methods 
Business Insurance—III 

Developing Foremen in Smaller Plants 

Budgeting in the Small Plant 

Improving Shipping Room Operations in Small Plants 
Improving Maintenance Operations in Small Plants 

How Management Consultants Help Small Manufacturers 
Reducing Accident Costs Through Selling Safety to Supervisors and Workers 
Susiness Insurance—IlV 

Analyzing Your Government Contract 

Employee Selection and Placement Methods for Small Plants 
Packaging Pointers for Government Contractors 

How Trade Associations Help Small Manufacturers 
Borrowing Money from Your Bank 

Depreciation, Deterioration, and Obsolescence 

Materials Control for Small Plants 

Sound Pricing Policy in Bidding on Government Contracts 
Figuring and Using Break-Even Points 

How Advertising Agencies Serve Small Business 

How to Choose Your Banker Wisely 

Pitfalls in Estimating Your Manufacturing Costs 

How the U. S. Employment Service Helps Small Business 

2. Getting Your Product on a Qualified Produets List 
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. Appraise Your Competitive Position to Improve Company Planning 

. How to Build Your Sales Volume 

5. Judging Your Purchasing Efficiency 

. How to Analyze Your Own Business 

. How Federal Mediation and Conciliation Service Helps Small Business 
. Sales Forecasting for Small Business 

. Know Your Patenting Procedures 

. How Manufacturers Agents Help Small Business 

. How to Reduce Your Operating Costs 


Loan Sources in the Federal Government 

Small Business Profits from Unpatentable Ideas 
Psychological Testing for Small Business 

How to Set Up Sales Territories 


. Streamlining Office Systems in Small Business 


Wage Incentives in Small Business 


. How Independent Laboratories Help Small Business 

. How Marketing Research Helps Small Manufacturers 

. How Field Warehousing Concerns Help Small Business 
. How Good Records Aid Income Tax Reporting 

. How to Price a New Product 

. How Food Brokers Help Small Manufacturers 

. Appeal Procedures for Income Tax Cases 


How the Securities Act of 1933 Affects Small Business 
How Industrial Distributors Help Small Manufacturers 
Developing Sound Production Standards 

Using Your Banker’s Advisory Services 


. Redesigning Products for Better Marketability 


Record Retention in Small Business 

Office Mechanization for Small Business 
Broadening Your Manufacturing Operations 
Making a Market Survey 

Planning Your Working Capital Requirements 
Protecting Your Reeords Against Disaster 
Surveying and Controlling Executive Time 
Executive Incentive in Small Business 

How the Post Office Helps Small Business 
Effective Control for Better Management 


. Choosing the Legal Structure for Your Firm 


MANAGEMENT AIDS IN ACTIVE PREPARATION 
Utilizing Older Workers in Industry 
TECHNICAL AIDS ISSUED 


Proper Alignment of Machine Tools 

Sharpening of Drills, Lathe Tools and Milling Cutters 

Care and Maintenance of Belt, Chain and Gear Drives 
Sharpening Certain Metal Cutting Tools Used in Machine Shops 
Precision Measurement of Workpieces 

Selecting the Right Tool Steel 

Machining Aluminum—lI 

Metallizing 

Machining Plastics—I 

Machining Aluminum—lII 

Machining Plastics—II 

Machining, Repairing and Heat Treating Cast Iron Workpieces 
Cutting Oils and Coolants 

Corosion in Machine Shops—Causes and Prevention 

Machining Brass and Bronze Workpieces 

Machining Magnesium Alloy Workpieces 

Taps and Dies 


. Surface Cleaning Techniques 
. Care and Maintenance of Grinding Wheels 
20. 


Maintenance of Power Hand Tools 
Surface Finishing Techniques—I 
Surface Finishing Techniques—II 
Titanium 
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Surface Finishing Techniques—III 

Lengthening Tool Life 

How to Select the Right Grinding Wheel 

Gaging Tolerances in Machine Shops 

Economics in Lubrication 

Inventions: Government-Owned: Government-Licensed and Registered for 
License or Sale 

Fire Prevention in Small Business 

Radioisotopes and Small Business 

Essentials of Good Plant Lubrication 

Gas Welding of Cast Iron 

Handling, Storing, and Dispensing of Lubricants 

Care of Hydraulic Systems 

Economical Chip Breakers for Machining Steel 

Use of Templates and Scale Models 

Preventive Maintenance in the Small Plant 

Reinforced Plastics 

Reducing Costs with Jigs, Fixtures and Gages 

How Good Plant Housekeeping Will Increase Production 

Principles of Plant Layout for Small Plants 

Plastics--Opportunities for Small Business 

Recent Developments in the Ferrous Foundry Industry 

Cash Values in Industrial Scrap 

Modern Welding Methods 

Metal Powder Uses in the Small Plant 

The Use of Plastice for Tools, Dies, Jigs, and Fixtures 


rECILNICAL AIDS IN ACTIVE PREPARATION 


Control of Expendable Tools—I 
Reduce Waste—Increase Profit 
Control of Expendable Tools—II 


SMALL MARKETERS’ AIDS ISSUED 


Records Management in Smaller Stores 

Effective Advertising for Small Retailers 

Attracting Customers to Your Small Store 

Employee Relations for Small Retailers 

Basie Stock Control for Small Stores 

Building Sound Credit Policies for Small Stores 

Why Small Business Owners Need Sound Wills 
Providing Management Replacements in Small Business 
Competitive Tactics for Small Wholesalers 
Diversification for Small Marketers 

Sales Training for Small Wholesalers 

Turning Customer Complaints Into Profits 

Sizing Up Small Business Locations 

How Distributive Education Helps Small Business 
Appraising the Market for the Services You Offer 
Improving Personal Selling in Small Business 

How the Department of Justice Helps Small Business 
front Office Courtesy Pays 


SMALL MARKETERS’ AIDS IN ACTIVE PREPARATION 
Fundamental Records for Small Marketers 
SMALL BUSINESS MANAGEMENT SI 


An Employee Suggestion System for the Small Plant 

One Hundred and Fifty Questions for a Prospective Manufacturer 
Human Relations in Small Industry 

Improving Materials Handling in Small Plants 

Public Accounting Services for Small Manufacturers 

Cutting Office Costs in Small Plants 

Better Communications in Small Business 

Making Your Sales Figures Talk 
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9. Cost Accounting for Small Manufacturers 
10. Design is Your Business 
11. Sales Training for the Smaller Manufacturer 
12. Executive Development in Small Business 
13. The Small Manufacturer and His Specialized Staff 
14. The Foreman in Small Industry 
15. A Handbook of Small Business Finance 
16. Health Maintenance for Greater Efficiency 
17. New Product Introduction for Small Business Owners 
18. Profitable Advertising for Small Industrial Goods Producers 
19. Technology and Your New Products 


SMALL BUSINESS MANAGEMENT SERIES IN ACTIVE PREPARATION 
Ratio Analysis for Small Business Owners 


Small business management series listed in order of sales, as of Mar. 31, 1957 





No. Title Date published Sales to Rank 
Mar. 31, 1957 

9 | Cost Accounting for Small Manufacturers February 1954 42, 448 l 
6 | Cutting Office Costs in Small Plants do $9, 494 2 
3 | Human Relations in Small Industry May 1953 36, 508 3 
15 | A Handbook of Small Business Finance October 1954 35, 050 4 
11 | Sales Training for the Small Manufacturer April 1954 32, 582 j 
5 | Public Accounting Services for Small Manufacturers September 1953 30, 140 6 
12 | Executive Development in Small Business Nay 1954 29, 40¢ 7 
8 | Making Your Sales Figures Talk February 1954 27, 2t 8 
4 | Improving Materials Handling in Small Plants July 1953 26, 257 9 
1 | An Employee Suggestion System for the Small Plant Septemt 152 25, 601 10 
2 | 150 Questions for a Prospective Manufacture: A pril 1953 21, 498 ll 
7 | Better Communications in Small Business February 1954 20), 418 12 
14 | The Foreman in Small Industry June 1954 19, 481 13 
10 | Design Is Your Business March 1954 18, 292 14 
13 | The Small Manufacturer and His Specialized Staff June 1954 17, 442 15 
17 | New Product Introduction for Small Business Owners December 1955 15, 004 16 
19 | Technology and Your New Products Novy. 13, 1956 1,214 17 
16 | Health Maintenance for Greater Efficiency December 1954 7, 06 18 
18 | Profitable Advertising for Small Industrial Goods Pro Sept. 17, 1956 7,415 19 


ducers. 


Senator CLark. Congressman Multer, we are very happy to have you 
vith us now, and we are sorry to have kept you waiting. 


STATEMENT OF HON. ABRAHAM J. MULTER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 


Mr. Muurer. It isall right, sir. 

Senator Ciark. I see you have a fairly elaborate statement and | 
wonder whether you would put it in the record and comment on it 
or would you prefer to read it ? 

Mr. Muurer. I think, Mr. Chairman, it would be better to spread 11 
at length on the record and let me touch on the highlights. 

Senator CLark. The statement of Representative Abraham J. Mul 
ter before the Senate Banking and Currency Committee will be placed 
in the record at the end of his remarks, ana, Congressman, will you 
just proceed in your own way, please / 

Senator SparkKMAN. Before the Congressman starts, Mr. Chairman, 
let me say I am sorry, but I have a 12 o'clock appointment, as T told 
you when I first came in, so I will have to go. LI regret very much to do 
it before Congressman Multer makes his statement. He has been a 
longtime friend of small business and he has testified before this 
committee on previous occasions. I have a copy of his statement. that 
I will take along, and I will read it carefully. 


‘ 
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I do apologize for having to leave. 

Mr. Muurer. I understand, Senator. 

Mr. Chairman and gentlemen, I appreciate the opportunity you 
afford me to testify here this morning. Please feel free to interrupt me 
at any time for questions or anything which will help to clarify the 
situation as ! may try to present it to you. 

I think the first thing I might mention is the matter of making this 
a permanent agency. I have dared to suggest that I hope to see the 
time come, in the not too distant future, when this agency will not 
only be a permanent one, but will be one of Cabinet status. Big busi- 
ness has its Commerce Department; labor has its Labor Department. 
I think that it is time small business had its small business department. 

Senator CLark. Let me interrupt you, Congressman, to ask you why 
you do not think it is sound, as some do, that the Small Business 
Administration should be a part of the Department of Commerce, that 
the Department of Commerce should not merely be an agency for big 
business, but should represent all parts of the business community, 
including small business, which T think we all agree is entitled to 
special attention. 

Mr. Mcuurer. My answer to that, sir, is that in theory that is cor- 
rect. The Commerce Department should represent all business. 
Please believe me, I am not attempting to be political, because the 
same situation existed under Democratic administrations as exists and 
existed under Republican administrations. ‘The Commerce Depart- 
ment has been traditionally the friend of big business. 

Senator Carprnart. Why do you say that, Congressman? Would 
you say that would be true if I were appointed Secretary of Com- 
merce tomorrow ¢ 

Mr. Muurer. If you were appointed Secretary of Commerce to- 
morrow, for the first time small business would have a friend in the 
Cabinet. 

Senator Carrnarr. Thank you. 

Mr. Mutrer. I mean that seriously. 

Senator Carrnarr. That is my point. Why 

Senator Ciark. I think we should note for the record the com- 
mittee would hate to lose the distinguished Senator from Indiana. 

Senator Carenarr. My point is, I am wondering if we can really 
say that big business has ‘te Commerce Department and labor has 
its Labor Department. Personally I think if it is true—and I do not 
believe it is true—but if it is true I think it is very, very bad. If 
labor is running the Labor De SS nt and big hie is — 
the Commerce Department I think it is very, very bad. I do not 
believe it necessarily follows that it ioe to be that way and I am not 
saying it is. It is not quite clear to me exactly what a small business 
department would do other than what we are doing now. 

Mr. Murer. Should a small business department, no matter where 
it is in Government—in Commerce, or anywhere else—be doing the 
job that the Small Business Administration is doing? 

Senator Carenarr. I am 100 percent in favor of the Small Busi- 
ness Administration, as you know. 

Mr. Mutrer. To do a job like that there always was, until we or- 
ganized the Small Business Administration, a Small Business Office 
In the Department of Commerce, but it has never operated for small 
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business. Can anyone name a single thing that the Small Business 
Office of the Department of Commerce has done under any adminis- 
tration for small business ? 

Senator Carenart. Of course, that is a question. I do not want to 
get into that. My ideas, I guess, of the things we ought to do for 
small business and as to who is a small-business man, and the things 
that help him, may be a little different from some other people’s ideas, 
Maybe you heard me say before that I think the biggest thing we can 
do for small business is to enact the graduated income tax principle. 

Mr. Murer. I am in agreement with that. 

Senator Capenart. To plow profits back into business. 

The second greatest thing we can do is to permit them to amortize 
their facilities, new and used, over a long period of time, so they can 
use their profits for capital investment. Then I think, as far as the 
Defense Establishment is concerned, if we can find some way te force 
these big prime contractors to subcontract with the little fellows 
rather than trying to do it all themselves, as you heard me say a minute 
ago, those three things I think would do more for small business than 
anything we could possibly do in this Government. 

Then, when we go beyond those things, there m ay be other things, 
I am not limiting it to those 3, but I am saying in my mind those 3 are 
the most import: int. When we go beyond that we get into a zone and 
an area where it becomes a matter of de ree as to who } is a big fellow 
and who is a little fellow. I think what is good for the little fellow is 
likewise good for the big fellow, when you get heady those three 
things. And maybe there are some ot hers. 

So I think rather than to have a Small Business Department with 
Cabinet status, I believe IT would rather rearrange the epexiane nt of 
Commerce so that it would take care of little business. I think that 


would be better. If it does not, then I think we ought to see it al 
If there is a conflict of interest there between big business and little 
business in the Department of Commerce, then I think we in the 
Congress ought. by legislation or otherwise, to straighten it out. 
Mr. Muurer. We see eye to eye as to what should be accomplished 
by this legislation. 
"Senator Carenarr. We are both for the Small Business Adminis 


tration; there is no question about that. 

Mr. Mcutrer. Yes, sir. 

Senator CArEnART. So is this whole committee and our chairman. 

Mr. Mutter. We must all draw on experience as to what we can 
ROS to accomp lish in the future. I do not care who is the Seer cary 
of Commerce. I do not say it invidiously of any of them. They just 
never did do anything for small business. We have had a Small 
Business Committee in both Houses of Congress since 1940 or 1941. 
Why? Because the Government agencies in the executive department 
were not doing their job. 

Senator Ciark. Would you not agree—and I am sure Senator C ape- 
hart would, too—that whether we go along with you or not there is a 
very definite responsibility on the executive arm of the Government, 
whether it be in Democratic or Republican hands, to get the Denes 
ment of Commerce reorganized so it does pay some more attention to 
small business and has men who are sympathetic to the needs of small 
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business in positions of high executive authority within the Depart- 
ment ¢ 

Mr. Murer. I am in agreement there, too, but until that time comes 
we need this independent agency to do the job which is not being done 
elsewhere. 

Senator Crark. I imagine it was made an independent agency in 
the first instance because Congress did not feel the Department of 
Commerce was sympathetic enough to the needs of small business. 
Otherwise it would not have gone in there. 

Mr. Murrer. Yes. And as you recall, in 1953 Commerce objected to 
it being inde ‘pendent and w: anted it to be a part of Commerce. Now 
for the first time Commerce and Treasury, as well as the Small Busi- 
ness Administration, all agree it should be an independent agency. 
None of them say we should take out of the statute the words, “an 
independent agency. 

Commerce has no experience with lending, and lending is necessary 
for small business through Government sources. You should not put 
this agency in a department that has no lending experience. I do not 
think that would be a good thing. If you are going to have them do 
the job they should do in procurement you are going to have the same 
conflict between the Defense Department and small business that exists 
all the time. The Commerce Department has had the chance to take 
up the cudgels for small business and failed to do so. 

I have suggested, and it has been suggested for some time now, 
that probably in the Defense Department we might get more attention 
for small business if we could take their small-business specialists and 
transfer to SBA. They have these specialists in every procurement 
office. Sometimes the procurement officer or the contracting officer is 
also the small-business specialist who will look at the contract and he 
will decide whether to let the contract to small business or big business. 
He is under orders on certain contracts that they must go to big busi- 
ness, and only big business is going to get the job. 

For instance, we have been trying to get the Defense Department 
to do a better job for small business, and I think the figures have 
already been submitted to you. 

In 1951 small business was getting out of the Defense Department 
20.9 percent of the total procurement. Then it fell down to 17 per- 
cent, and then 16 percent, and then it rose back to 18 percent, and 
went to 17 percent again, and the first half of this year it is down to 
1h percent. 

If you take the definition we are trying to promulgate for procure- 
ment, that percentage w ill be cut in half. 

Senator Carenarr. Will the gentleman yield ? 

Mr. Murer. Yes, sir. 

Senator C arenuarr. I can tell you why. Because the great bulk of 
the money is going for aircraft and missiles and, by the very nature 
of it. the prime contract must go to a big fellow. The Government 
owns the machine tools and in most eases the Government owns the 
factories. ‘The prime contractor in turn is subcontracting it. What 
they do sube ak act, though, is being subcontracted not entirely, but 
more so than before, among the big fellows themselves. 

Another reason, of course, in all fairness to the Defense Department, 
is that a lot of small businesses cannot make these missile and aircraft 
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parts because they are precision parts, and it is hard today to produce 
the kind of subcontract work that is available, due to the change in 
the general defense system of going to missiles and electronic equip- 
ment, such as radar and so forth, and jet airplanes, and very big air- 
planes. So it is not all white and it is not all black. 

Nevertheless, it is a problem that not only the Congress, but the 
Defense Establishment and the big prime contractors themselves 
ought to give a lot of thought and a lot of consideration to. I say 
that because I can think of nothing worse than eliminating a lot of 
little business from the main strees and the back streets of the little 
towns and the big towns in the United Staes. That is going on at 
quite a fast pace tod: ay and, as I say, it is not all black or all white, 
either. There is no one particular group to blame for it. 

As I say, the things that woul help it more than anything else are 
a good tax system, a good amortization system, and a better subcon- 
tract basis on the part of the big fellow. 

Mr. Mutrer. I think, too, while we cannot expect the small-business 
man to build a carrier or an airplane 

Senator Caprnart. No. 

Mr. Mutrer. There is no reason why they cannot get their fair 
share of research and development contracts. 

Senator Carenarr. That is right. 

Mr. Mutter. To continue the thought I began to state, if we could 
get the small-business specialists that are in the Defense Department 
to continue their work there, but assign them to the payroll of the 
Small Business Administration and make them responsible to the 
Small Business Administration, you might get more cooperation for 
small business out of the Defense Department. 

Senator Capenart. Say that again ¢ 

Mr. Mvurer. I say, take the “small-business specialists who are 
now on the payroll of the Defense Department and who are respon- 
sible to an officer—and most of the time a member of the Armed Forces, 
either a colonel or higher—and transfer the small-business specialists 
to the payroll of the Small Business Administration. All of these 
men are cleared for security, so we do not have that problem. Make 
their superior the Small Business Administrator, and I think you 
would get. more cooperation from those men than you do now. 

Senator CLark. Could we attach them rather than assign them to 
the Defense Department / 

Mr. Muurer. Yes. 

Senator Ciark. And assign them to the Small Business Adminis- 
tration. 

Mr. Muurer. Yes. 

Senator Capenart. We have another problem. If we give a prime 
contractor a contract to build X pieces of machinery we have to hold 
him responsible for the results and for the quality of the product. If 
we are going to do that then, of course, we cannot force him to make 
subcontracts with people who cannot make quality products. 

Mr. Mutrer. That is true. 

Senator Capenart. And people who cannot make deliveries and 
will get him all snarled up to the point where maybe he cannot make 
deliveries because his subcontractors do not make the deliveries in 
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ce time, and he cannot build a quality product because his subcontractors 
in build inferior products. 
ip- So it is not an easy problem. Really, the fellows who could solve 
ir- it, if they wanted to, would be the big prime contractors themselves. 
If they would adopt the policy that we are going to subcontract more 
the instead of produci ing more under our own roofs, that would solve it. 
ves The general policy in the United States today, both on defense work 
say and general work is for the big manufacturers to do all of it, if they 
of can, ‘but. at any rate, do as much of it as they can under their own 
tle roof, and subcontract out as little as possible. That is the policy. 
at Years ago, of course, in the automobile industry it was just the oppo- 
ite, site. They wanted more subcontractors who were capable, and the 
more they had the better they liked it, but they have taken the opposite 
are viewpoint, and it is not good. 
on- Mr. Muurer. You probably remember during World War II the 
Air Force set up a program of integrating the small-business men 
ess into the prime contractor’s work for the ‘subcontracting program. 


They set up exhibitions, and mobile units, and the Army and Navy 
did the same thing, and sent them throughout the country and showed 
air the big and little fellows how they could go a good job cooper ratively. 
Fortunately the war is over, but unfortunately they have given up 
that excellent procedure. T he »y should be continuing and enlarging it. 


ald Senator Carenartr. Another thing is, if we could find some way of 
ent solving this problem it would help. The aoe fellow does not know 
the when these negotiated contracts will be let. I do not know what per- 
the centage it is, but m: aybe it is 90 percent of the dollar volume—I am not 
for talking about individually, but the dollar volume—is negotiated. The 


little fellow does not get in on it and he cannot afford to send sales- 
men around every week to call on all of the procurement agencies of 


are the United States. So he is just not there. The big fellow can and 

on- does do it. He has somebody sitting on their doorsteps so he knows 

"3, when the contracts will be let, whereas the little fellow cannot afford 

ists to do it. 

ese Again I get back and say that the big fellow has the responsibility 

ike now that in my best judgment he had better live up to, and that is to 

Ou subcontract with the little fellows, to reverse his philosophy that he 
has of doing it all under one roof. 

to Mr. Mutter. The small-business specialist on the Government pay- 
roll should be doing that job in the main, and he does it within limi- 
tations placed on him by his superior officer. In our field investiga- 

is- tions we found there were some agencies w here the comm: unding officer 


is in complete sympathy with this program. There you find a maxi- 
mum of small-business participation. 


me You go into the next agency and the commanding officer has no 
old sympathy with the small- business program. He believes the most 
If efficient way and the easiest way is for the big fellow to do the job. 
ike The inspections are all done in one place, the responsibility is all in one 


| place, and if anything goes wrong he has a big fellow to answer to him. 

| It makes the job easier for him. 
nd =| — Senator Capgnart. I am not entirely out of sympathey with the big 
ike =| fellow getting the prime contract. I think they are getting too many, 
in | but the point is, after he gets the prime contract he ought to sublet 
it instead of doing it all himself, for his own best interests, and also 
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the best interests of the country and small business. He is the fellow 
who can really solve the problem if he wants to do it, but he is taking 
the other philosophy. 

Mr. Moutrer. I do think, however, in addition to that that small 
business could get at least twice, and should get at least twice as much 
of the smaller prime contracts, twice as muc h in dollar volume and in 
number, as they are getting. 

Senator Capenarr. They would get it if they knew when they were 
going to be negotiated and could come in and bid on them, because 
in many instances they could do it for less money than the big fellow, 

Mr. Moutrer. That is it too. The little fellow is told to bid com- 
petitively. Many times they are bidding against the big fellow too. 
The negotiation is invariably with the big fellow—— 

Senator Capenart. W hen they get around to negotiating on the 
contract it is generally after the big fellow gets the tools and dies and 
jigs and has all of the costs paid of getting his production started. 
That is all paid for, and then they ask the little fellow to come in and 
bid against the big fellow. One thing I do know is this business. 

Mr. Muurer. I know that, sir. 

Senator CLarK. Will you go ahead ¢ 

Mr. Murer. May I indicate why I think the agency should be 
permanent rather than to extend the life of it for 2 years or 5 years? 
There is no civil service problem involved. If you continue this 
agency as a permanent agency the same employees will be continued 
init. I think the information furnished to us by the Small Business 
Administrator was that there are about 140 or possibly 160 exempt 
employees, from the Administrator down, in this department. All of 
the rest are civil service. Making this agency permanent will not 
freeze into jobs anybody who is not now frozen in. If you create 
an entirely new agency tomorrow, under civil service law the civil 
service employees in the Small Business Administration would have 
to be transferred to the new agency to the same jobs they are perform- 
ingnow. The clerks and stenographers and account: a and the people 
like that who have civil service status will have to have the same 
job in any other agency you set up. So it does not ndiee any attempt 
to freeze anybody into the agency who would otherwise not be able 
to stay on. There is not any doubt that the morale of the personnel 
would be improved tremendously. 

The agency could train men whom they could keep on a permanent 
basis, instead of as now training a man who thinks the job is tempo- 
rary, With only 2 or 3 years of life to it, so he starts to look around 
for something in an agency that is permanent. You cannot blame 
him too much for that. 

Senator Crark. Your thought would be the 140 or so who are not 
under civil service would not have any particular tenure in their jobs 
anyway, so that making the agency permanent would not freeze them 
tor life either ? 

Mr. Muurer. No; neither they nor the Administrator would be 
frozen. He is appointed by the President and can be removed with 
or without cause by the President. Of course, the Administrator can 
change the employees in the exempt jobs whenever he pleases. 

So I strongly urge it be made a permanent agency. 
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Senator CLtark. Do you happen to know whether the House would 
be sympathetic with that ? 

Mr. Muurer. I know that 12 out of 13 members of the House Small 
Business Committee voted to make it permanent. All of the members 
of the House Banking and Currency Committee, with the exception 
of three, want it to be a permanent agency. The House bill as re- 
ported calls for a permanent agency. 

Also, we are similarly in agreement—and here I think we are 
unanimous—in both the Banking and Currency Committee and the 
Small Business Committee of the House—as to the elimination of the 
Loan Policy Board. We feel the policy should be made by the Ad- 
ministrator. I suggested originally the agency should be a biparti- 
san board. That did not set too well with some of my colleagues, 
so we came up in the Small Business Committee with a unanimous 
recommendation that we have a Policy Board consisting of the Ad- 
ministrator and two representatives of small business. They would 
make policy for the whole agency. 

The Banking and Currency Committee did not go along with that. 
In the bill they voted out they decided that the best thing to do is to 
vest. all policymaking in the Administrator. Eliminate the Loan 
Policy Board and give the Administrator an Advisory Board con- 
sisting of himself, the Secretary of the Treasury, and the Secretary 
ef Commerce, and not less than 2 nor more than 6 re presentatives of 
small business. 

As to that limitation on the number, I would personally prefer to 
see the Administrator given discretion as to how many representatives 
should be on that Advisory Board. My committee disagreed with me 
and felt there should be a limit of not less than 2 and not more than 6. 

Senator CLark. Is there some feeling in the House that the attitude 
of the Department of Commerce was not very sympathetic to the 
objectives of the Small Business Administration as determined by the 
legislation 4 

Mr. Muurer. It has been our feeling on that side that neither the 
Commerce Department nor the Treasury Department are sympa- 
thetic to the operation of the Small Business Administration. 

Senator Ciark. And therefore the Loan Policy Board was really a 
drag on the congressional intent ? 

Mr. Murrer. Yes; that is our opinion. I think it should be per- 
fectly obvious that with Treasury advocating a tight money policy 
and the Small Business Administrator saying this is the time to oper- 
ate on a wider base because small business needs more help—and 
hecause of ra tight money policy the bank has not the money to loan 
or it will not make the small loan, so the Small Business Administra- 
tion must make the loan—those opposite views, that diverse policy, 
must create a drag. 

Senator Ciark. I have the feeling that perhaps you share, that that 
is the dilemma we find in so many agencies where we are thinking in 
terms of sound governmental organization and setting things up one 
way, and you find individuals called upon to administer these pro- 
grams who are not in sympathy with them. We used to call it repeal 
by appointment and you resort to what is perhaps an unsound admin- 
istrative structure in order to get out from under the control of people 
who do not want to see the program succeed. 
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Mr. Mutrer. There is a great deal to what you say. I think we 
can make this a much better agency—one that will do a much better 
job if we eliminate the Loan Policy Board. There is no doubt that 
whoever the President may be, the Small Business Administrator 
will be responsive to his will and his desire and his intent, but at least 
let him be responsible directly to the President. He can remove an 
Administrator who is not doing the job that the President thinks 
ought to be done. But let us not also give a Secretary of Commerce 
and a Secretary of the Treasury the right to impose their will on the 
Administrator. 

Senator Ciark. I notice Mr. Barnes listening carefully to what you 
havetosay. Ofcourse, he does not agree with you on that. 

Mr. Murer. I wonder if Mr. Barnes should not be asked this ques- 
tion Possibly not, but I wonder if he, personally and unofficially 
would not join you and me in expressing the opinions we do. Being 
one of the team I think he must follow along with the thinking at the 
top. 

Senator Crark. Mr. Mueller had no hesitancy in saying what his 
own views were before the House, which I gather were not those of 
the administration. 

Mr. Murer. That is quite right. That brings me to the very 
important. question—inferentially a part of your reference to repeal 
by appointment or administrative action—that is the definition of 
small business. 

You remember, during the war for the purpose of convenience and 
in order to have a uniform rule that would be easier of operation, the 
Congress wrote into the law a provision that for procurement. pur- 
poses in the Defense Department small business shall be defined as 
a concern with 500 or fewer employees. When we first enacted the 
Small Business Act in 1953, we thought it was time to set up a new 
criterion. We did so, and I think we were satisfied we did a pretty 
good job, but we overlooked the fact that we did not repeal the pro- 
vision which applied to the Defense Department requiring it to fol- 
low the rule of 500 employees. 

At that time, when we asked the Defense Department why it did 
not follow the rule in the new act, they said : 

We would like to, although we think the new definition is a much broader and 
more flexible one, but we cannot use it because of the law. 

So in 1955, we changed the law and repealed that section. I think 
we could not have said more clearly that we wanted a definition that 
would follow the criteria and the intent of he and that would 
eliminate the unfair and arbitrary rule of 500 employees. They 
dragged their feet, and Mr. Barnes did sia and finally he promul- 
gated the proposed definition, which continued the 500-employee rule 
for procurement, but gave us a more flexible definition for financial 
assistance. 

When we conducted the hearings before the House Small Business 
Committee, no procurement officer could tell us why he could not use 
the financial assistance definition for procurement. We conducted a 
full-scale hearing, with all of the members of the task force and Mr. 
Barnes in attendance before the definition became effective. This 
was a two-part definition—the old rule for procurement and a new 
rule for financial assistance. 
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The subcommittee and the full committee unanimously agreed that 
SBA should abandon that part of the definition of the 500- employee 
rule and come up with a flexible definition for procurement similar 
to the one for financial assistance. Nevertheless, the Administrator 
put into effect his new definition without change. 

Because of that, we have written into the bill as it was reported to 
the House, a new provision. As it came from the Small Business 
Committee—and here too they were unanimous in both the subcom- 
mittee and the full committee—we wanted a provision which would 
direct the Small Business Administrator to make immediately effec- 
tive for all purposes his financial assistance definition until such time 
as he came up with the new one. 

The House Banking and Currency Committee said that would be 
a little difficult for them, so they wrote into the bill a provision that 
SBA shall have 30 days within which to come up with a new defini- 
tion, and if they did not then the financial assistance definition shall 
become effective for procurement. 

I would like strongly to urge that you at least adopt the language 
of the bill H. R. 7963, as reported by the House on the definition. 
I would like to see you go further and say to SBA as of now, use 
your financial assistance definition for procurement until you can 
come up with a better definition. 

Senator CLiark. We will have Mr. Barnes back next week and per- 
haps we can persuade him to go along. 

Mr. Mutter. I hope you can, but I am afraid the pressure from 
the Defense Department will be too strong, because they want to 
continue the “500” definition. All they can tell you is, they cannot 
work with a definition that will require procurement officers to look 
at a list and tell you that this business or this industry comes within 
250 employees, and this one under 1,000, rather than stiec king to the 
old rule of 500. 

In that connection I would like to make this clear: If General Mo- 
tors—and I am picking them as a typical big business company— 
should tomorrow start manufacturing an item which in that company 
equals only one-tenth of 1 percent of the production of the country, 
so that as far as that item is concerned they are certainly not domi- 
nant in the industry—I say if that item is set aside for small business 
then General Motors should not qualify for it. They are not small 
business. Because they are making one little item which small busi- 
ness is making should not allow them to ‘compete for that item which 
is set aside for small business, under the joint determination pro- 
gram. 

If SBA so requires there is no reason why procurement officers of 
the Defense Department cannot be advised. tomorrow to follow the 
financial assistance definition, and there it is. Instead of following 
the definition where the concern says it is a small business because 
it has 490 employees, one looks to see if it comes in the category 
specified in the deleted definition. It is that simple. ate 

We ought to try it. We have not been able to get the Defense De- 
partment to undertake to try it. Let them try it and come back in 6 
months or a year and tell us how it is working. 

Another subject I pass to is the authorization of funds. I think 
the Administration is being unrealistic when they ask for the smaller 
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sum. Mr. Barnes could not tell our House Banking and Currency 
Committee the estimated amount of damages caused by disasters 
this year by floods and fires. I do not think anybody has those fig- 
ures yet, but from what we have been reading in the newspapers, I 
think SBA may have a repetition of the need for more money, and if 
Congress is not in session they will be in trouble. 

Senator Crark. You recall they made no loans between February 
and April because they had been quite realistic in the amount of 
money that they would need. 

Mr. Moucrer. That is right. 

Senator CrarKk. They say there was a great surge in the applica- 
tions and that they had no reason to anticipate it, but I heard no 
satisfactory reason as to why they did not obtain a cushion in the first 
place. I think it is a frightening thing when an agency set up to 
do a job like this does not have the funds to do it, because they esti- 
mated it incorrectly. 

Mr. Mutrer. It was even worse in the New England disasters. We 
had to make representations that as soon as Congress came back } 
session SBA would get an additional authorization. Particularly ina 
disaster program, they should not leave themselves in a_ position 
where their authorization is not high enough. If it is hieh enough 
and they do not get a sufficient appropriation, at least we can say 
to other agencies that SBA needs more funds and they can lend it 
to them to carry them over. If the authorization is already there 
all SBA needs to do is show the need, and the appropriations will 
be forthcoming. 

Without an authorization they are really going in with their hands 
tied. 

Senator Crark. This is another way of dragging your feet. 

Mr. Murer. Yes, sir. 

Another item is the matter of interest rates. That, I think will be 
the last of the items I need dwell on specifically. There are others 
covered in my statement. 

On the question of interest, before the House Banking and Cur- 
rency Committee Mr. Barnes told us that to reduce the maximum in- 
terest rate to 5 percent would create unfair competition with the bank. 
L heard him tell you today it would be unprofitable for the banks to 
operate at 5 percent. Let us not get into whether it would be profit- 
able to them or not, because there is nothing in any version of any bill 
that I have seen that is either in the House or in the Senate, or even 
proposed, which would attempt to fix the interest rate that the banks 
should charge. I do not know whether we have the right to do it. In 
any event we have not tried to do so. 

As a matter of fact, they have participating loans today where 
the banks charge 7 percent, and SBA has charged 6 percent. The 
maximum SBA has paid for money that the Sm: all Business Adminis- 
tration lends I think is 25g percent. The maximum the Government 
has paid to date is 344 percent. Even if it goes up to 4 percent, we 
still have a realistic maximum that this Government agency shall 
charge. 

In the pooling provisions, the rate is 3 to 5 percent. I have heard no 
objection to that. In the disaster loans it is a maximum of 3 percent. 
We are hearing objections from the administration on that, and they 
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have sent up a bill which will require all Government agencies to 
charge more. Our proposal is to limit SBA interest charges on busi- 
ness loans to 5 percent. ‘There can be no competition with the banks. 
There is no attempt to fix the charge by the banks. They can charge 
whatever is permitted by local law—whatever the usury statute allows. 

There are areas of the country even today where business loans are 
being made at 5 percent. Why should the Small Business Administra- 
tion charge 6 percent in those areas ¢ 

Senator Ciark. I think it is just a phobia tied up with this. They 
are just mesmerized in believing that the only way to step inflation 
is to make everybody pay a lot more interest. It has not worked, and 
I do not think it will ever work. 

Mr. Murer. No; that is neither cure nor preventative. 

Senator Ciark. It will not work to inflict this penalty on small 
business. We had the same thing in the housing bill, where they tried 
to raise the interest on college- housing loans with sanctimonious state- 
ments as to how this was a threat of inflation; but in the meanwhile 
they renegotiate the loan with England at 2 percent, and that is sacro- 
sanct, and we cannot touch it. 

Mr. Mutrer. The fact of the matter is that there is no reason why 
they cannot operate the same as a bank operation. Either their lend- 
ing facility is a banking operation or it is not. Mr. Barnes will be 
the first to tell you, I think, that he is trving to run it as a good 
banking operation. He has laid down the rule, and properly so, in ae- 
cordance with the statute, that if the money is available elsewhere 
from private sources on reasonable terms, he cannot take the applica- 
tion. SBA properly requires that the applicant be turned down by 
two private lending facilities or banks. 

Senator Ciark. In writing / 

Mr. Mutrer. Yes. 

And their practice is to call each of those banks and try to convince 
them it is a good loan, either in full or on a participating basis. If 
the banks will not take it either way, he goes ahead and takes the loan 
application. 

So there is no competition either pricewise or otherwise. 

Senator CLark. But perhaps if there might be a yardstick like they 
use In private power rates, that might be objectionable. 

Mr. Mutter. That might be objectionable, yes, but it is unfair if 
the man cannot get his money elsewhere than from Government funds 
to charge the highest rate. This is not a profitmaking venture. If 
we charge enough to pay for the cost of the money and the cost of 
administration and for reserves over that to cover the losses that may 
occur—and they have been very small here because the SBA loss ratio 
is even better than that of many private banks, and there is no reason 
why it should not continue that way—I think it is realistic to say 
SBA may not charge more than 5 percent on the direct loans and 
the SBA part of a participating loan. The bank will continue to 
charge whatever it pleases. Maybe this will put some pressure on the 
bank which wants to make a loan at 6 percent, because it may be bad 
business for the bank to charge the customer 6 percent when SBA 
charges 5 percent. I think that kind of pressure on the banking 
fraternity 1s good. 
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I appreciate the time you have given me, and if there are any other 
questions I will be glad to try to answer them. 

Senator CLARK. ‘Would you mind just letting us get your point of 
view on a couple of matters which you may have , given some thought 
to? 

The first one is the State development corporations. We had the 
New York State Development Corp. executive down here, Mr. Duggan, 
the other day, who made a very favorable impression. I am wonder. 
ing whether you think that the State development corporations can fill 
the need that the Small Business Administration was set up to fill? 
We have some testimony from the American Bankers Association 
which wants to put the Small Business Administration out of business. 
How does it look to you in New York? 

Mr. Mutter. As of today we cannot get along without the Small 
Business Administration in New York. This development corpora- 
tion as it is operated in our State, and is operated in other areas, is 
not doing the job yet that the Small Business Administration is re- 
quired to ) do. Eventually they may. Until that time comes, we must 
continue the lending authority of the Small Business Administration. 

Senator CrarK. The other question has to do with this need for 
long-term loans and equity capital for small business which at least 
some of us do not seem to think is being met at the moment. I wonder 
if you have any views on Senator Sparkman’s bill, S. 2160, which 
would set up national investment companies under the aegis of the 
Federal Reserve Board, under the theory that the Small Business 
Administration either could not or should not be expanded properly 
to make this really long-term credit and equity capital available to 
small business ? 

Mr. Mutter. I saw some statements that came out, I believe, from 
the presidents of the stock exchanges on this subject. I have not read 
Senator Sparkman’s ee I do think that something could be worked 
out along that line. I do not think it will be a lending facility. It 
may be. I think they are talking more about getting ‘people to put 
that kind of money into the purchase of stock which will remain as 

capital. I can see much merit to that. We had no hearings touching 
on that on our side at all, and I am just giving you my personal ob- 
servations on the subject. I think it could be’ developed probably 
even to the point of having some so-called new-type investment com- 
panies buy small business bonds, in somewhat the manner as the big 
companies sell bond issues. 

Senator Crark. I know you are familiar with the general financial 
picture in New York City and the stock exchange. There is a feeling 
on the part of some members of the committee, which I must admit I 
share at the moment, that you cannot expect, cert ainly not the big 
board, and I would not think the American Stock Exchange, or even 
the over-the-counter dealers, to take care of the equity requirements of 
small business. It is too expensive and too speculative. Would you 
agree with that ? 

Mr. Mutrer. The degree of speculation would be somewhat the 
same in the small issue as in the big issue. The matter of expense does 
enter into it. Why should you and I, if we were in the investment 
banking business, spend $10,000 to set up a $100,000 issue, when, for 
the same $10,000, we can set up a $1 million issue? 
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Senator Crark. Not only that, but the appeal to the investor from 
the point of view of market: ability i is different. When you buy a few 
shares of a small business you are really stuck with it. 

Mr. Muurer. There is that angle to it also. 

Senator Ciark. There has been the criticism that the Small Busi- 
ness Administration Act presently contemplates pretty much the same 
kind of a loan in term that a bank would make. They can go to 10 
years, but most loans are for shorter periods, and in a sense their 
philosophy has been that of commercial banking and not investment 
Sekine It is Senator Sparkman’s thought that we need another 
agency which will make long-term loans available to small business 
the way big business can float them, like debentures, or mortgage 
bonds on the New York Stock Exchange. 

Mr. Mutter. The commercial bank, I think you will find, by and 
large, will not make long-term small-business loans. Part of that is 
due, I think, to the pressure they get from the State banking depart- 
ments and the banking superv isors on a national scale. 

When we condue ted he: rings in Chicago some years ago, there was 
one bank willing to make this type of long- term small-business loan. 
They told us the diffic ulty they were having with their local banking 
authorities, who took the position that long- term loans were not for 
commercial banks. Every other bank was following that attitude of 
the banking supervisor. This one bank told them this was good 
business from their viewpoint, and they were going to make those 
loans and did. 

I think some of the other banks out there are following their lead. 
That is one of the many places in the country, I think, where the 
banking authorities of the State or the Federal Government take the 
position that it is not all right for banks to make long-term loans. 

Senator CLark. Maybe they are right, and that is not what a com- 
mercial bank should do in spite of section 13 (b) of the Federal 
Reserve Act, which does not seem to be used much any more and the 
Board wants us to repeal. There should be separate institutions to 
handle long-term loans and give small business the same access to 
long-term credit that big business has in the stock exchange. 

Mr. Mvtrrr. That is the theory behind your savings and loan asso- 
ciations. They are taking deposits or savings accounts which can be 
withdrawn on very short notice, although traditionally they remain 
for a long term, and, therefore, they can safely put those funds in 
long-term mortgages. Tr adition: uly, commercial bank money is de- 
mand mone y; constantly moving in and out all the time and therefore 
that money should be in short-term loans in order to keep the banks 
liquid. 

Senator Ciark. Generally speaking, savings institutions are more 
interested in residential than industrial and business loans. 

Mr. Mutter. Yes, sir. 

Senator Ciark. Thank you very much, Congressman. It has been a 
great pleasure to have you here. 

(Congressman Multer’s prepared statement follows :) 


STATEMENT OF ABRAHAM J. MULTER, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF NEW YORK 


Mr. Chairman and members of this distinguished committee, I am most appre- 
ciative of the opportunity to appear before your committee to present to you my 
views with reference to the revision of the Small Business Act. 
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Subcommittee No. 2 of the House Select Committee on Small Business, of 
which I have the honor to be the chairman, and Hon. Sidney R. Yates, Hon. Tom 
Steed, Hon. R. Walter Riehlman, and Hon. Horace Seely-Brown, Jr., are mem- 
bers, conducted hearings on the operations of the Small Business Administration, 
As a result of such hearings a bill amending the Small Business Act was intro- 
duced with the unanimous approval of all members of the subcommittee. It was 
cosponsored by 12 of the 138 members of the full House Select Committee on Small 
Business. The numbers assigned to those bills are H. R. 7474 to H. R. 7483, in- 
elusive, and H. R. 7543 and H. R. 7563. Subsequent to the introduction of the bills 
approved by the members of the House Small Business Committee, hearings were 
held by the House Banking and Currency Committee on H. R. 7474. Based on the 
hearings held by the Banking and Currency Committee and additional executive 
sessions of the subcommittee of which I am chairman, a new bill was drafted 
and introduced by me which had the unanimous approval of the members of the 
Subcommittee No. 2. That bill was H. R. 7878. 

The House Banking and Currency Committee has reported by a vote of 20 to 3 
a “clean” bill, H. R. 7963, introduced by the chairman of the House Banking 
and Currency Committee, Mr. Spence. 

I would like to indicate to this committee the major changes in the Small 
Business Act which we believe should be enacted. At the outset, I must say that 
I am sure you will be heartened, as I was, by the nonpartisan approach to these 
problems of all concerned. Republicans have not hesitated to disagree with the 
administration when they thought it wrong and Democrats have not withheld 
approval when they thought it right. 

The major changes sought by both of these bills are: 


First, permanency of the agency 

The Small Business Administration was created in 1953 with an expiration 
date of 2 years. It was then extended in 1955 for an additional 2 years. The 
reasons for the House committee’s overwhelming support making the agency 
permanent are: 

(1) The needs and conditions requiring the attention of this agency are not 
temporary ; 

2) Experience has demonstrated that temporary agencies cannot hold ex- 
perienced personnel. With permanent status the agency will be able to recruit, 
train, and keep better personnel; permanency will increase and improve the 
efficiency and morale of the personnel of the agency ; 

(3) Its relationship with the banks will be much better and on a firmer basis. 
Its position and relationship with other Government agencies with which it 
must conduct business will be better ; 

(4) In the interest of longtime needs of small business the agency should have 
permanent status. Experience has indicated that there is no other agency or 
department of the Government that can possibly supply the needed aid, assist- 
ance, and service which congressional policy demands for small business. 

I have dared to suggest that eventually this agency should acquire Cabinet 
status. Big business has its Commerce Department. Labor has its Labor De- 
partment. Small business needs and deserves a Small Business Department. 


Second, elimination of the Loan Policy Board 

It has always been the congressional intent, so stated in the law, that the 
Small Business Administration be an independent agency in Government free 
from control of any other agency of the Government. Here, too, the over 
whelming sentiment of the House committees favor accomplishment of this long- 
time desire. In view of the continued controversy over the Loan Policy Board 
which consists of the Small Business Administrator as Chairman, and the See- 
retary of the Treasury and the Secretary of Commerce, or their designees, it 
should be eliminated. A national advisory board is created to be composed of 
the Administrator as Chairman and the Secretary of the Treasury and the 
Secretary of Commerce and not less than 2, nor more than 6, truly representative 
members of small business. I would like to see the size of that Board left to 
the discretion of the Administrator. But that is a matter which can be easily 
corrected as future experience may dictate. Policy should be the responsibility 
of the Administrator. Neither Treasury nor Commerce, singly or jointly, should 
have the right to make policy. 
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Third, definition of small business 

In our judgment the definition of “small business” required rewriting in order 
to direct the Small Business Administration to properly implement the congres- 
sional intent. 

In 1953, in the Small Business Act, Congress laid down the general criteria 
for defining “small business.” The language was clear, concise, and without am- 
biguity. It stated that a small-business concern shall be deemed one which is 
independently owned and operated and which is not dominant in its field of 
operation. Congress stated that the Administrator may use additional criteria 
in making his determinations, such as number of employees and dollar volume 
of business. We certainly made clear that the old “500 employee” definition 
should be discarded. The Administration established a definition in the financial 
assistance program and set forth size standards establishing the limit or guide 
for small business, industry by industry. It is our experience that this definition 
has been working fairly well. 

In 1955 the act was amended which enabled the Small Business Administra- 
tion to issue individual certificates of small business and required that such 
certificates be accepted by all other Government agencies as conclusive on the 
subject. It was the desire of Congress to permit the Administrator to correct 
any inequities which might occur due to the general provisions of any definition 
promulgated by regulation. In the procurement field the old arbitrary 500 rule 
was continued without any change, without any consideration of the criteria 
established by Congress. 

In 1955, based upon hearings held by the various committees of Congress, we 
indicated to the Administrator that a definition for procurement purposes based 
upon these criteria was long overdue. The Administrator established an inter- 
agency task force. This interagency task force after approximately 15 months 
finally recommended a so-called definition for procurement purposes. 

Subcommittee No. 22 of the House Select Committee on Small Business, in view 
of the importance of the problem involved, conducted a hearing on this proposed 
definition and after the hearing issued and filed a report with Congress which 
stated that the definition did not meet the criteria set forth by Congress and 
continued the arbitrary 500 rule. The committee again suggested and recom- 
mended to the Administrator that he establish a definition for procurement based 
on an industry-by-industry basis, and to do so without undue delay. 

It also recommended that the agency utilize the financial assistance size stand- 
ards definition until it established a propor definition for procurement which 
more nearly effectuated the congressional intent. Despite this clear indication 
of congressional intent the Administrator established the proposed definition 
as a definition of small business for procurement and retained the arbitrary 
500 rule. It therefore became obvious that Congress would have to rewrite the 
definition section in the act in order that the Administrator would follow con- 
gressional intent and establish a definition for procurement purposes as required 
by the act. 

H. R. 7878 and H. R. 7963 in general state the same principle regarding the 
establishment of a definition for small business. They do differ, however, in 
one important factor. H. R. 7878 which was introduced by me and unani- 
mously approved by the subcommittee of the Select Committee on Small Busi- 
ness states that the size standard definition utilized in the financial assistance 
program be immediately placed into effect until the Administration establishes 
a proper definition for procurement purposes. 

H. R. 7963 grants the Administrator an additional 30 days from the date of 
enactment of the new act and if at that time a proper definition for procurement 
purposes is not established by the Administrator then the size standard defini- 
tion for financial assistance is to be the definition for procurement purposes. 
The Administrator has failed to follow congressional intent. No action has 
been taken by him to date to discard the 500 rule. It is therefore our opinion 
that no additional time is required or should be given. If the congressional 
intent is to be truly expressed and a proper definition be placed into being no 
additional time should be required by the Administrator. The granting of 30 
days more or less is merely an excuse for additional delay. A proper definition 
for procurement purposes for small business is long overdue. 

When we enacted the Small Business Act of 1953 we thought we were re- 
quiring uniform criteria for defining “small business” for all purposes. Cer- 
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tainly no one in or out of Government has ever suggested any good reason for 
having different criteria for financial assistance than for procurement. 

Nevertheless, we soon found that the Defense Department was adhering to 
the old 500-employee definition. Because of the ease of operation with such 
an arbitrary though unfair rule, they resisted making any change. 

Inquiry soon established that the Defense Department was legally correct 
in its position. They even told us that they would cooperate in accomplishing 
a change except that the law prohibited it. 

The Department was right as to the prohibiion. When we amended the 
Small Business Act in 1955 we changed the law and repealed the arbitrary 
and obsolete “500 employee” definition. We had a right to believe that that 
would bring about a change. It did not. 

Since 1955 the Defense Department has been telling our committee that it 
was “studying” the matter of a new definition. We got the same assurances 
from the Small Business Administrator. 

After the promulgation of the regulation setting up two different definitions, 
one for procurement purposes, which was the old 500-employee definition, and 
another for financial assistance, the House Small Business Committee asked 
every procurement agency to advise why they could not satisfactorily operate 
under the financial assistance definition instead of the old one. Not a single 
Department could state any logical reason. 

Fourth, authorization of funds 

The present authorization of the Small Business Administration totals $455 
million and is divided in the following manner: $230 million for business loans, 
$125 million for disaster loans, $100 million for prime contracts. 

H. R. 7878 increases this authorization to $700 million: $500 million for busi- 
ness loans, $175 million for disaster loans, $25 million for prime contracts. 

H. R. 7963 increases the authorization to $650 million: $500 million for busi- 
ness loans, $125 million for disaster loans, $25 million for prime contracts. 

The original authorization for the Small Business Administration was insuf- 
ficient and the Administration had to return to Congress twice for increases. It 
should be borne in mind that the authorization merely sets the maximum which 
the agency may utilize in any of its programs. The agency is still required to 
justify any amount it requests and obtains it from the Congress through the 
usual appropriation channels. 

It is the opinion of the full House Small Business Committee that the present 
request by the Administration is too low and much too conservative. The testi- 
mony given by the agency itself and the experience in the present tight money 
market has indicated that the number of applications filed and the number of 
applications approved have increased and probably will keep on increasing. 
Even though appropriated, the loan authorization when allocated and disbursed 
is not an expenditure of Government funds The larger authorization as ex- 
pressed in H. R. 7878 for disaster loans is the more realistic one. 


Fifth, interest rates 

H. R. 7878 and H. R. 7968 provide for a 5 percent maximum interest rate on 
business loans and also provide for a split interest rate in participation loans. 
Experience indicates and our investigations confirm that a split interest rate is 
required in order to provide for a greater and a more active participation in 
this program by the banks of the country. The bill provides that the maximum 
of 5 percent applies only to the Small Business Administration’s share of any 
loan. 

30th H. R. 7878 and H. R. 7963 provide for the prevailing rate of interest in 
the Federal Reserve district where the money loaned is to be used. There is no 
reason why the Small Business Administration should charge 6 percent interest 
in areas where private lenders charge a lesser rate. 

We urge a maximum interest rate of 5 percent because in the opinion of the 
members of the House Select Committee on Small Business and the Banking 
and Currency Committee the 5 percent interest rate allows for a sufficient dif- 
ferential over the cost to the Government for borrowing its money. That dif- 
ferential is high enough to provide an income which will cover the expenses to 
the Government for the making of business loans to needy small-business con- 
cerns and establish a sufficient reserve to cover all possible losses. 


The suggestion has been made that a 5-percent interest rate on the Govern- 


ment’s share of participating loans and the Government's direct loans would 
create competition with private lenders. This is utter nonsense. The law re- 





| for 


g to 
such 


‘rect 
hing 


the 
rary 
that 


ch 
nces 


ons, 
and 
sked 
rate 
ngle 


CREDIT NEEDS OF SMALL BUSINESS 4?1 


quires that before SBA can make any direct loan or participate in a bank loan, 
the borrower must establish that the funds are not available on reasonable terms 
from private sources. To satisfy this provision of the law, the Administrator 
very properly requires that the applicant be turned down by at least two private 
lenders before entertaining the application. Under those circumstances, there 
can never be competition, no matter what the interest rate, between the Govern- 
ment and private lenders. 

Sixth, joint determination program 

H. R. 7878 and H. R. 7963 has added additional language to the section of the 
bill which provides for the joint determination and joint set-aside programs as 
follows : 

“Whereever the Administration and the contracting procurement agency fail to 
agree the matter shall be submitted for determination to the Secretary or the 
head of the appropriate department or agency by the Administrator.” 

The purpose of this additional language is to provide for appellate procedure 
by the heads of the procurement agencies and the Administrator of the Small 
Business Administration. In those cases where there is disagreement as to any 
procurement action between the Small Business Administration or the procure- 
ment agencies, the matter shall be determined by the heads of the agencies. 
Seventh, regional offices 

H. R. 7878 includes a mandatory requirement that the Administrator estab- 
lish regional offices for Puerto Rico, Hawaii, and Alaska. Experience and in- 
vestigation has established that the branch office for Puerto Rico, directed from 
the distant regional office in Atlanta, Ga., and the branch office in Hawaii di- 
rected from the San Francisco regional office, cannot possibly fulfill the desires 
of Congress and operate in such a fashion that small business in those areas 
receives the necessary aid and assistance. 

The long delays caused by writing back and forth between branch, regional, 
and Washington offices thousands of miles apart has kept aid to small business 
to a minimum in those places. It is essential that these offices have the same 
delegated authority as regional offices. 

Kighth, advisory committees 

The Administrator has recommended that he be perinitted to appoint to ad- 
visory committees persons other than the representatives of small business, 
The act presently requires that only the representatives of small business be 
appointed to such committees. 

We found, upon investigation, that of the 21-member National Advisory Com- 
mittee, 11 of them actually were representatives of big business. 

This is directly contrary to the intent of Congress. Instead of approving 
the Administrator’s conduct contrary thereto, we should disapprove it and 
reiterate in the law, in no uncertain terms, that we expect him to appoint per- 
sons who are truly representative of small business. 

Other changes 

Changes in the law other than I have already mentioned may be found it 
H. R. 7963. I have not taken the time to refer to them here because they are 
purely of a technical nature, without substantive change. 

May I say again that I appreciate the opportunity to present my views to this 
distinguished committee. 

Senator Crark. The committee will be in recess until 10 a. m. next 
Tuesday. 

(Whereupon, at 12:40 p. m., the subcommittee recessed until 10 
a.m., Tuesday, June 18, 1957.) 
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TUESDAY, JUNE 18, 1957 


Unirep STares SENATE, 
ComMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTER ON SMALL BUSINESS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., Senator 
Joseph S. Clark, chairman of the subcommittee, presiding. 

Present : Senators Clark, Fulbright, and Capehart. 

Senator CLarKk. The committee will be in session. 

I should like to offer for the record at this point a letter dated 
June 6, 1957, addressed to me by Mr. Thomas B. McCabe, president 
of the Scott Paper Co., of Chester, Pa., and former Chairman of the 
Board of Governors of the Federal Reserve System, expressing his 
regret at being unable to appear in person to testify on S, 2160, but 
requesting that a statement he made on this subject in 1950 be placed 
in the record. 

There will accordingly be inserted in the record at this point the 
material beginning on page 128, and continuing through page 149 of 
the record of the hearings before the Senate Committee on Banking 
and Currency on Thursday, June 22, 1950, this material being the 
record of testimony of Mr. McCabe at that time. 

(The material referred to is as follows :) 

Scott PAPER Co., 


Chester, Pa., June 6, 1957. 
Hon. Josepn S. CLARK, 
United States Senate, Washington, D. C. 

DEAR SENATOR CLARK: I am extremely sorry not to be able to comply with 
your request that I testify before the Senate committee considering S. 2160. 
My secretary telephoned Mr. Yingling today and explained that I have been 
unable to change my schedule so as to be in Washington next week. 

As I have indicated, I am very much interested in legislation designed to 
provide credit for small and new business. I should be glad to have you submit 
the statement which I made to the Committee on Banking and Curreney in 
June of 1950, when they were conducting hearings on the O’Mahoney bill. I 
want to reiterate what I said on page 145 of the transcript of my testimony at 
that time to the effect that initially only 2 or 3 of the capital banks should be 
started in areas where surveys indicated they were warranted and where it 
could be definitely established that the Federal Reserve had the proper organiza- 
tion to start the banks. These 2 or 3 would be in the nature of pilot plants. 
I think it would be a grave mistake to try to establish such banks initially 
throughout the entire country until the necessary experience has been gained 
from the pilot operations. One mistake I think Government is apt to make in 
starting a new venture is not to use the trial and error method, 

With kindest regards. 

Sincerely yours, 
Tuomas B. McCase, President. 
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SMALL BUSINESS ACT OF 1950 


STATEMENT OF THOMAS B. MCCABE, CHAIRMAN, BOARD OF GOVERNORS, 
FEDERAL RESERVE SYSTEM 


Mr. McCase. On behalf of the Federal Reserve Board I wish to express our 
appreciation of this opportunity to present to your committee our views regard- 
ing pending legislation proposed to aid small business. I am here to testify par- 
ticularly with respect to those features of the legislation which relate to the 
Federal Reserve. 

At the outset I should like to make clear that the Federal Reserve, as the agent 
of Congress charged with responsibility for regulating the supply, availability, 
and cost of money, is keenly aware of the importance of small business to the 
commercial banking system and to the economy. The commercial banking system 
is composed mainly of small banks which depend heavily for their livelihood upon 
loans to, and deposits of, small business concerns. Small businesses, in turn, are 
dependent upon banks in their communities to finance a large part of their short- 
and intermediate-term credit requirements. Mutual interpendence of the small 
business. and the commercial bank over a long period of time has resulted in es- 
tablishment of close working relationships—small-business men know their bank- 
ers, and the bankers know the small-business men, their problems, and their 
aspirations. 

Apart from its interest as a banking organization in the problems of small 
business, the Federal Reserve System, in discharging its responsibilities for con- 
tributing to economic stability, is vitally concerned with the prosperity of all 
business—both small and large. Small business accounts for a substantial pro- 
portion of total business employment and sales in the economy; 35 percent of 
the total volume of business and 45 percent of business employment, according 
to a report of the Committee for Economic Development. Should small business 
languish for whatever reason, large business, in fact the economy as a whole, 
would suffer severely and the problem of maintaining high-level employment and 
a rising standard of living would be far more difficult. 

Through its various activities the Federal Reserve System has acquired from 
experience an intimate knowledge of the financing problems of small business. 

During the latter stages of the great depression, the System participated ac- 
tively in providing financial assistance to small- and medium-sized businesses un- 
der authority of section 13b of the Federal Reserve Act. That section of the 
law authorizes the Federal Reserve banks to guarantee loans made by financing 
institutions to industrial and commercial businesses and also, in exceptional cir- 
cumstances, to make direct loans to such businesses. The law requires that any 
such loan guaranteed or made directly by a Reserve bank must be for the purpose 
of providing working capital and must have a maturity of not more than 5 years; 
loans may be made only to established businesses; and guaranties are limited to 
no more than 80 percent of the loss on any loan. 

The 13b program, as you are aware, never involved any large volume of 
Federal Reserve credit. For one thing, the System made every effort to have 
the loan cases handled through normal credit channels. For another, the Recon- 
struction Finance Corporation’s activities in small business financing were con- 
tinually being broadened and its activities naturally limited those of the Federal 
Reserve. A third inhibiting factor was the nature of the statutory limitations 
on the kinds and maturities of loans which the System could make or guarantee. 

During the war period, the System gained extensive experience in business 
financing, both large and small, by acting as agent for the armed services in 
guaranteeing 10.5 billion dollars of bank loans to war contractors. Over 90 
percent of the number and one-third of the amount of these guaranties were 
on loans to small- and medium-sized businesses; that is, businesses with total 
assets of less than $5,000,000. 

The CHAIRMAN. What has become of those businesses, Mr. McCabe? 

Mr. McCazsre. What has become of those businesses? 

The CHAIRMAN. When I ask that I realize that some businesses were built 
up during the war that have gone out of business and others are going along. 
I wondered if you had any record of what they were doing? Have they con- 
verted to peacetime industry or just what are the facts? 

Mr. McCase. I doubt if we have the complete records on what has happened. 

The CHAIRMAN. As Chairman of the Federal Reserve Board what would your 
judgment be? Have they converted to the production of peacetime goods*” 
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Mr. McCane. A great majority of them have converted to peacetime goods. 

The CHAIRMAN. Probably some of them have been sold or liquidated? 

Mr. McCase. There has been a small percentage. 

The CHAIRMAN. Could you furnish for the record the percentage of those that 
have liquidated and those that have converted, and what they are doing now, 
because that is a big item, 10.5 billion. 

Mr. McCase. That was the amount of our guaranties. 

The CHAIRMAN. How much more was involved than you guaranteed? You 
guaranteed 10.5 billion. 

Mr. McCase. Yes. You see, these concerns needed credit and the Federal 
Reserve acted in this capacity at the direction of the Congress. 

The CHAIRMAN. Were they mostly small firms? 

Mr. McCabe. There were all kinds of firms. 

The CHAIRMAN. What would be the proportion of small firms, half and half, 
two-thirds, one-third, or what? 

Mr. McCase. My statement goes on to say that over 90 percent of the 
number and one-third of the amount of these guaranties were on loans to small 
and medium-sized businesses. 

The CHAIRMAN. In other words, one-third of the 10.5 billion was loaned to 
small businesses ? 

Mr. McCase. That is, businesses with total assets of less than $5,000,000. 

The CHAIRMAN. You said 90 percent of the number and one-third of the amount ; 
that would be about 4 billion? 

Mr. McCaser. That is right. 

The CHAIRMAN. I am very much interested in that statement. Frankly, I 
did not realize you had done that much. I did know of some firms you had 
guaranteed but when you start talking about guaranteeing 4 billion dollars 
to small business if there is any further enlightenment that you can give us 
on that I would appreciate having it for the record. 

Mr. McCAse. We would be very glad to give you any information we have. 

The CHAIRMAN. I think it is very interesting. 

Mr. McCase. I would be glad to insert that in the record. 

(The following was later submitted for the record: ) 

“The following tables have been taken from a study entitled ‘A Statistical 
Study of Regulation V Loans” by Susan 8S. Burr and Elizabeth B. Sette, to 
be published by the Board of Governors of the Federal Reserve System.” 


Borrowers and loan authorizations under regulation V by size of borrower 


Number of Number of Amount 

Size of borrower (total assets, in thousands borrower withoriza- wuthorized 

tions in millions) 
Under $50 862 1, 504 $94 
$50 to $500 2 192 4 146 868 
$500 to $5,000 1,451 2, 752 2, 619 
$5,000 and over 359 559 7,217 
All sizes 4, 864 8, 961 10, 798 

Percentage distribution 

Under $50 18 17 1 
$50 to $500 | 415 46 | 8 
$500 to $5,000 | 30 31 24 
$5,000 and over 7 6 67 
All sizes 100 100 | 100 
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Credit outstanding to small and very small concerns and additional credit avail- 
able under regulation V, selected dates 


[Dollar amounts in millions] 


Outstanding loan Additional credit 
| authorizations | available 
| Credit “i 
Date | outstand- As per- 
| | ing centage 
|} Number |} Amount Amount | of total 
| | authori- 
| | | Zation 
1942—D ee, 31__-- dies end = | 1, 333 | $148 $69 $79 | 53 
1943—June 30___--_____- ; | 1,313 206 88 118 | 57 
1944—June 30 = | 978 233 95 | 138 | 59 
1945—June 30_----- is i ‘a : 952 | 246 72 174 | 71 


Note.—The 3,054 small and very small concerns (total assets of less than $50,000 and $50,000 to $500,000, 
respectivelv) with loan authorizations under the program included 1,705 with 1 authorization and 1,349 
with more than | authorization. 


Percentage distribution of borrowers and loans under regulation V by size of 
authorization and size of borrower* 





| 
| \Size of borrower (total assets, in thousands) 
| All bor- | ; 
Size of authorization ! (in thousands) |} rowers | | | 
{ Under | $50-$500 $500. | $5,000 
} $50 $5,000 | and over 
Number of borrowers 
: } . ‘ 
Under $25 | 10.5 43.9 5.9 0.1 
$25-$50 8.8 24. 1 9.7 3 0.3 
$50-$100 12.3 7.4 19.4 1.4 
$100-$250_____-. 21.1 9.7 35. 5 1.0 6 
$250-$500 15.0 3.6 18.3 20. 4 3 
$500-$1,000 12.5 8 78 9 () 29 
$1 ,000-$5 000 15.4 5 3.2 35.8 49 6 
$5,000 and over } 4.6 1 1.9 54.0 
All sizes | 100. 0 100. 0 100, 0 100, 0 100.0 
Amount authorized 
Under $25 0.1 eau 0.4 
$25-$50_. 2 12. 1 1. § 2 
$50-$190 5 18. 1 5.8 0.1 
$190—-$250 1.9 20.9 22.8 ee 
$250-$500 3. 1 18.0 26.1 6.5 2 
$500-$1,000 19 9 9 2). 8 77 01 
$1,000-$5,000 " 18.4 14.2 19. § 61.2 6.9 
$5,000 and over_. ; - 71.0 3.3 12.8 93.0 
All sizes So 100. 0 100.0 100. 0 100. 0 100.0 


Borrowers with more than one authorization are included once only in the size group of their largest 
(“‘maximum”’) authorization. 
2 Less than 0.05 percent 


Senator SPARKMAN. Does that include the V loans? 

Mr. McC ase. These are the V loans. 

I might add that the guarantee program was conducted with no cost to the 
taxpayers. On the contrary, Treasury receipts from this program totaled 
$23,000,000 by the end of 1949. 

The CHAIRMAN. This is not going to cost the taxpayers anything, either. 

Mr. McCase. The investment companies, the capital of the investment com- 
panies as described in the proposed legislation here would be put up by the 
Federal Reserve. It would require no appropriation of the Congress. The 
Federal Reserve would put up that capital. 
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The CHAIRMAN. You have the capital to put up, have you not? 

Mr. McCasBe. Yes; it is in surplus. 

The CHAIRMAN. In other words, at no cost to the taxpayers. You are not 
going to tax anybody to give it to you to put it up, is that right? 

Mr. McCabe. That is right. 

The CHAIRMAN. You have the money, you do not have to go to the Treasury 
and get it? 

Mr. McCase. That is right. 

The CHAIRMAN. In other words, it is not going to cost anything, it is going 
to be something like what you did during the war to guarantee 4 billion to small 
industries out of $10.5 billion all together? 

Mr. McCase. The Federal Reserve would put up this capital for the invest- 
ment companies out of its surplus. 

The CHAIRMAN. You are going to take it out of your surplus? 

Mr. McCase. That is right. 

The CHAIRMAN. You expect it to be paid back, do you not? 

Mr. McCase. We would hope so. 

Senator SPARKMAN. And the investment companies retire that capital, do 
they not? In other words, yours is an original stock subscription but it is 
retired as business participates in the loans, is that not true? 

Mr. McCape. Senator Sparkman, the bill provides that the member banks, 
other banks, and other investors can acquire the Federal Reserve interest. Say 
a Federal Reserve bank would put up $5,000,000 of original capital. The hope 
in this bill is that local investors will acquire the Federal Reserve interest so 
that those investment companies will be managed by local people. 

The CHAIRMAN. That is what we want, a private enterprise. 

Mr. McCase. The primary provision of this bill is to have these investment 
companies owned ultimately by private interests. The function of the Federal 
Reserve is to initiate them, get them off the ground, get them started, and give 
them all the aid possible while they are getting underway. 

The CHAIRMAN. And then get out. 

Mr. McCane. There will be certain rules and regulations that will be pre 
scribed by the Federal Reserve System that these investment companies would 
have to live up to. They will be subject to examination and certain regulations. 

Senator SPARKMAN. A certain amount of supervision ? 

Mr. McCasBe. A certain amount of supervision. But the primary thought here 
is to have them owned and managed by private interests. 

The CHAIRMAN. That schedule that you are going to get for us about the 10.5 
billion and particularly the 4 billion to small businesses, I would like the record 
to show that it will appear on page 130. 

Mr. McCase. I am glad you asked for that, sir. 

The CHAIRMAN. I am very interested in seeing it. 

Senator Benton. Is there anything to prevent such companies being organized 
right now without this bill? 

Mr. McCape. You have up in New England, Senator Benton, in Boston, a very 
interesting one that was organized up there with local capital. That is operating 
today. Some existing investment companies I think will apply to Federal 
Reserve if this legislation is enacted, for the privilege of operating under this 
act. That is, the law provides that five or more individuals, if they can provide 
$5,000,000 of capital, can apply for a license to operate under this proposed law. 
That, I think, is a very excellent provision. 

Senator BENTON. That lets in some that are now operating? 

Mr. McCare. That lets them in if they want to come in, or it allows new 
investment companies to be organized. 

The CHAIRMAN. Are you familiar with the program described in the Na- 
tional Bureau of Economic Research report? They say on page 217, and I 
presume this is what you and Senator Benton are discussing—if I am wrong cor- 
rect me: 

“Finally, special mention should be made of the regional credit pools organized 
under the sponsorship of the small business credit commission of the American 
Bankers Association. The plan involves the establishment of a pool of credit 
to which banks in the region can subscribe. The pool will take all or part of 
any loan which the local bank considers itself unable to make either because 
of the size of the loan or because of some feature, such as the terms to maturity, 
involving risks that the individual institution prefers not to assume alone. By 
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early 1946, 48 regional bank credit groups had been formed with about $670,- 
000,000 pledged to aid in financing medium and small business.” 

I do not know, Senator, if that is the situation in New England that you were 
referring to, but I presume that it is. Is that correct? 

Mr. McCase. I have a general knowledge of that program, sir. My impres- 
sion is that it did not get very far. 

The CHAIRMAN. Well, it says $670,000,000. Why did it not get very far? 

Mr. McCapee. It is very, very difficult to get local interests to put up the capi- 
tal, Senator Maybank. 

The CHAIRMAN. That is practically what that says there. You lent 10.5 bil- 
lion. I will guarantee you got your money back, did you not? 

Mr. McCase. Oh, ves. We have an excellent record on that. 

The CHAIRMAN. I mean very frankly? 

Mr. McCase. We have an excellent record. But to get local investors to in- 
vest in the equity of an investment company 

The CHAIRMAN. If I may interrupt: The local investors have modified their 
policy in the last several years. When we started in here on the FHA and all 
these other lending progranis the local investors would not advance a cent until 
we got them guaranteed and then they went rather happily into the FHA loans— 
the local banks. But at first they would not do it. When I say they would not 
take them I mean they were not anxious to invest in that type of loan. Am I 
right in that? 

Mr. McCane. Yes. I think the FHA mortgages have worked out exceptionally 
well. 

The CHAIRMAN. But at first they were a little fearful of them. I do not mean 
everybody was but there were certainly some people who were. 

Mr. McCape. Yes. I think as to anything new like that the investors are 
wary of it. 

The CHAIRMAN. Go ahead. I am sorry to interrupt you. 

Mr. McCase. Since the Reserve System’s inception, its officials and staff mem- 
bers have been called upon from time to time to consult with commercial bankers 
or businessmen who felt that the financing needs of small business presented a 
special credit problem. Last fall, when business activity was much below earlier 
or current levels, the calls for advice and help on the small business problem be- 
came particularly numerous and we were visited frequently by representatives 
of small business groups. At that point, I got in touch with Secretary Sawyer 
who felt, as I did, that the time had come for the Secretary of Commerce to 
undertake a conference of interested groups to explore needs and remedies. 
Numerous conferences and discussions have been held since, both inside and out- 
side of government. 

The Federal Reserve's role has been to hear all sides of the problem and to 
make available without reservation such technical information and judgment 
as we were capable of supplying. Almost daily, members of our staff who are 
experienced in this field, were asked to consult with individuals and groups both 
inside and outside the government who sought our advice on various proposals. 

Need for special financing facilities: The legislation before you will be 
strongly opposed by those who believe that small business already obtains as 
much credit and capital as it can efficiently use. These opponents will say 
that 

The CHAIRMAN. That is a pretty strong statement but I judge that is cor- 
rect. There are a lot of people who think we should not give any additional aid 
to small business but that statement you make leads me to ask you this question: 

Is the Federal Reserve Board unanimous, divided, three one way or some 
another way with respect to this proposed, legislation? Does everybody on the 
Board believe that this bill and your testimony are correct, or can you speak for 
the Board? 

Mr. McCase. This statement, Senator Maybank, has been approved by a ma- 
jority of our Board. 

The CHAIRMAN. How much of a majority approved it? I am trying to find 
out. 

Mr. McCase. That is perfectly all right. 

Senator Benton. I think it is a pretty good question. 

The CHAIRMAN. It is not a minority report, is it? 

Mr. McCaze. It is not a minority report unless you want to ask for a minority 
report. 
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Senator SPARKMAN. How many members are there now? 

Mr. McCaBeE. Six. 

Senator SPARKMAN. Only six members on the Board at the present time? 

Mr. McCase. Yes. The law prescribes seven; we have one vacancy. But this 
statement has been approved by a majority. 

The CHAIRMAN. All right, sir. 

Senator Benton. That gives you two-thirds of the Board, anyway. 

Mr. McCare. These opponents will say that: 

(1) The problems which confront most small business concerns are primarily 
managerial and competitive, not financial ; 

(2) The commercial banking system is meeting all of the legitimate require- 
ments of small business for short- and intermediate-term credit; and 

The CHAIRMAN. Are there not local banks who might say that is approving 
loans or approving parts of loans that cannot find their way into the RFC? 

Mr. McCase. Oh, yes. As you know, local bankers from your State are very 
active in the field of making loans to small business. 

The CHAIRMAN. Certainly, but they go to RFC a lot of times, do they not? 

Mr. McCasr. They participate with RFC, they go to RFC to take care of 
certain customers. They take their customers to various credit agencies, de- 
pending on the type of credit. 

(3) Such financial difficulties as small business encounters could be over- 
come more effectively by revision of present income, estate, and inheritance taxes 
than by the provision of additional financial institutions or facilities. 

Each of these points merits careful examination. 

Managerial problems: Concerning the consideration that most small business 
financing problems are of managerial character, one does not have to look very 
far for supporting evidence. Various studies of individual small business enter- 
prises which have failed or have gotten into serious financial difficulty reveal 
that the majority of such situations arose because of inexperience, or inade- 
quacy in one or more of the wide range of managerial skills required for 
successful operations. 

It is evident that a large number of small-business men have not had sufficient 
training for the increasingly complex task of managing an expanding business. 
A businessman, to be successful today, requires a broad training in the funda- 
mentals of business management. He must be familiar with the theory and 
practice of marketing, accounting for purposes of management and financial 
control, personnel management, production engineering, credit practices, and law 
and government regulations. He must be able to solve problems, in many cases 
without the aid of specialized professional assistance, in all of these fields. Fre- 
quently, the small-business man is a one-talent man—an excellent salesman, an 
inventive genius, or a production specialist. Often he has a limited knowledge 
of the other aspects of his business and is unacquainted with, does not fully 
appreciate the need for, or cannot afford specialized services or aids. This in 
large measure accounts for the high mortality rate of small businesses. On the 
other hand, we are all familiar with conspicuous examples of ingenious business- 
men who, in spite of all handicaps, have developed their small concerns into 
large enterprises in a comparatively short time. 

The acknowledged existence of management problems among our millions of 
small-business concerns does not disprove their need for special and additional 
financing facilities. It does, however, emphasize that, in addition to the pro- 
vision of financial facilities, greater efforts should be made to remedy the de- 
ficiencies of Small business management and to provide needed aids and special- 
ized management counsel. This has been recognized in the legislation which is 
before you. 

Several financng institutions have been organized within the past 6 years, 
such as the Industrial Development Bank of Canada, the Industrial and Com- 
mercial Finance Corporation of England, and the American Research & Devel- 
opment Corp. of Boston, to provide predominantly small business concerns with 
equity capital and long-term credit. From experience, each one has found that 
the financing need of the enterprises with which it has dealt is closely associated 
with the need for managerial and technical assistance. In other words, one 
without the other does not, in the majority of instances, constitute an adequate 
solution of the financing problem of the concerns which come to the attention 
of these institutions. 

Commercial bank lending: The commercial banking system, by and large, has 
been doing an outstanding job of ineeting the short- and intermediate-term credit 
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needs of small business. No one who is acquainted with the facts would deny 
this. The National Bureau of Economic Research, a private, nonprofit research 
organization, undertook during the late thirties an exhaustive study of business 
financing practices and the major sources of business funds. The study was 
financed in part by a grant of funds from the Association of Reserve City 
Banker. I should like to quote one of the major findings of that study, Busi- 
ness Finance and Banking, by N. H. Jacoby and R. J. Saulmer, 1947. 

Senator SPARKMAN. Mr. McCabe, that is the same book to which the chairman 
referred, is it not? 

Mr. McCasner. The same thing. 

“* * * the ‘typical’ short-term borrower (from commercial banks) around 
1940 could be deseribed as a small- or medium-sized manufacturing or trading 
concern, of somewhat less than average profitability. Of the total amount of 
bank credit used by business around 1940, some 70—S0 percent is estimated to 
have been used by companies with assets of less than $5,000,000.” 

Commenting on changes in bank lending practices over the period preceding 
World War II, the National Bureau’s report goes on to say: 

“Banks showed increasing responsiveness to the credit needs of small- and 
medium-sized businesses, which provided the bulk of their demand for credit 
at all times. Because enterprises of these sizes fared badly during the thirties, 
the extension of credit to them called increasingly for methods designed to pro- 
vide greater security for the lending agency and to minimize risks of default 
and loss. The adjustments which commercial banks made to meet these credit 
needs more effectively were marked by a willingness to write loans on terms 
more attractive to such borrowers (for example, term loans with installment 
amortization and revolving credits supplying a reasonable guaranty of working 
-apital facilities over periods longer than customary), and by the use of a wider 
range of security devices (such as the assignment of receivables, liens on income- 
producing equipment, the trust receipt, and the field warehouse receipts).” 

The findings of a comprehensive survey of commercial and industrial loans 
to business, outstanding at Federal Reserve member banks on November 20, 1946, 
are also of special interest. This survey revealed that 76 percent of the number, 
and 22 percent of the dollar volume, of all business loans of member banks were 
to small business. Small business was defined on the basis of total assets as 
follows: Manufacturing and mining concerns, total assets of less than $750,000: 
wholesale trade, less than $250,000; retail trade, utilities and transportation, 
service, construction, less than $50,000. 

This survey further revealed that approximately one-fifth of these small-busi- 
ness loans were what bankers call term loans—loans repayable on an installment 
basis with maturities at time of making of more than 1 year. Large as well as 
small banks were found to be actively engaged in lending money to small business 
ona term as well as a commercial credit basis. 

In view of the greater risks involved in lending money to small business and 
the relatively higher costs of analyzing credit applications and servicing loans 
of small amount, the findings of the survey would indicate that the banking sys- 
tem has been active in cultivating small business customers. 

These findings relate to a time now nearly 34% years ago when large companies 
were borrowing heavily for reconversion needs. Since that time many of the 
larger loans have been paid off from retained earnings or have been refinanced, 
in some cases with new credits, through other financial sources such as insurance 
companies or the capital markets. 

In the past few years an increasing number of banks have set up special small- 
business loan departments, and recently several of our very large city banks 
have instituted new programs to expand their specialized services to small busi- 
ness. J have no doubt that a survey today of bank lending to business would 
show that the commercial banks are now doing a more effective job of providing 
credit to small business than was revealed by the system’s 1946 survey. 

While we commend the commercial banking system for its financing of the 
short- and intermediate-term credit requirements of small- and medium-sized 
business, we must recognize the fact that while banks make a great many loans 
to small business, they are not able to accommodate all small-business needs. 
There are many financial needs of businesses, both large and small, that are not 
bankable, namely, equity capital and long-term credit needs. Commercial banks 
have a primary responsibility to their depositors for maintaining loan and in- 
vestment portfolios in a sound condition. They cannot undertake business finane- 
ing which involves undue elements of risk, undue investigational or administra- 
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tive expense, or the freezing of their funds for relatively long periods of time. 
In the case of larger businesses, financial requirements which are not bankable 
may be met from other sources, such as insurance companies and the capital 
markets: in the case of small business, nonbank sources of funds are less 
accessible, 

Taxation: There is no denying the fact that the problem of small-business 
financing has been complicated by the structure and rates of Federal and State 
taxes. As I said last August in a statement on the equity capital situation, 
prepared at the request of a subcommittee of this committee, there never seems 
to be a convenient time for a fundamental review of the tax structure. 

The CHAIRMAN. That is a serious situation now. I am glad to hear you say 
that there is a need for a study of the tax situation with respect to small busi- 
ness in general, even when we are going into deficit financing. But the strongest 
part of that statement, to my way of thinking, is that taxation alone cannot 
remedy the situation; you have to go forward. You have to have some legis- 
lation passed of a positive nature. You just cannot cure it all, as some people 
think, by taxes; is that right? 

Mr. McCase. No, sir; I do not think you can do it all by taxes. 

Senator SPARKMAN. But at the same time we do not want to take any em- 
phasis from the independence of tax relief, do we? 

Mr. McCabe. That is right, sir. 

Senator SPARKMAN. And I certainly like your statement there, which I think 
all of us have found to be true throughout the years, that there never seems to 
be a convenient time to review and revise our outmoded tax structure. 

Mr. McCase. That is right, sir. 

Senator SPARKMAN. I think one of the most forward steps we can take in 
giving relief to small business is to take the time and to make it convenient 
to revise our tax structure, which in many respects has become quite obso- 
lescent. 

Mr. McCare. I could not emphasize too strongly my feelings of concurrence 
in the point of view you have expressed, Senator. 

Senator SPARKMAN. Full concurrence. 

Mr. McCase. Full concurrence. 

Senator SPARKMAN. I just wanted to be sure it was full concurrence; no 
minority report. 

Mr. McCase. I feel that time should be taken out by the appropriate commit- 
tees of the Congress to conduct a fundamental study of our tax structure. 

The CHAIRMAN. We are all in agreement that there should be a fundamental 
study but what do you think about the tax bill? You heard the Treasury 
Department’s witness say here this morning that it would at least be of some 
assistance to small business. What is your judgment? 

Mr. McCape. Senator Maybank, I have not made a careful study of the tax 
bill. 

The CHAIRMAN. Has the Board given any study to it? 

Mr. McCase. Not as yet. 

The CHAIRMAN. Do they intend to? 

Mr. McCase. Only as we are generally interested in the subject. We do not 
know what the tax bill will be. It was only recently reported out of the Ways 
and Means Committee of the House and the House has yet to act upon that, and 
then the Finance Committee of the Senate has to act upon it. 

Senator BeENTON. I am sure Mr. McCabe would agree, Mr. Chairman, that a 
5-year loss carry-forward provision instead of the present 2 years is an encour- 
agement to new enterprise and to capital. 

Mr. McCass. I remember in the Committee for Economic Development—— 

Senator BENToN. That was one of the recommendations. 

Mr. McCase. That was one of the recommendations. Since we were both 
actively engaged in that I think we could reasonably subscribe to the recom- 
mendations. 

Senator Benton. Did you follow my discussion on depreciation ? 

Mr. McCase. I followed it. 

Senator Benton. Do you not think there is a great opportunity to use that, 
just as an illustration, for the kind of things that need review and restudy as 
against this 37-year background? 

Mr. McCase. I heartily agree that it needs study. In fact, I think all forms 
of our tax structure should be studied. 

I will say this in fairness to the Treasury: I recall that in 1948 they came 
forth with a great many constructive suggestions for improving the tax struc- 
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ture. At that time I think it was one of the most convenient times we have 
ever had to have a complete overhaul of the tax structure. In looking back 
if we had grasped that opportunity to carry forward the kind of study I think 
we should have made it would have been extremely helpful. 

The problem is a little more difficult today with deficit financing. Yet I agree 
with Senator Sparkman that I think the study should be initiated and carried 
forward vigorously because conditions may be different in the next year or 
year and a half. 

Senator SpARKMAN. You heard of a fellow who was wounded and explaining 
how he was wounded ; he said he was zigging when he should have been zagging. 
We were reducing when we should have been revising; were we not? 

Mr. McCase. That is right. 

Senator Benton. If I may make one other comment, Mr. Chairman, I think 
what Mr. McCabe is after is the recognition of and agreement on goals we are 
going to work toward in the provisions on taxes. To take the depreciation dis- 
cussion again, if we knew the goal we wanted in 1955 or 1960 and could lay out 
a program to get there; I am not suggesting that necessarily against a 37-year 
background we sweep everything into the wastebasket and start all over again, 
but if we know what our policy should be we then could do a better job of laying 
out a program for getting there at some future date. 

Mr. McCabe. That is right. 

In 1948 when we had a substantial surplus, Congress elected to reduce taxes 
without revamping the tax structure. Now, faced with deficit financing Con- 
gress naturally does not want to do anything that will cause even a temporary 
loss of Treasury revenue. Therefore, a fundamental study that would lead to 
a reform of the tax system tends to be neglected and postponed. 

While some of the difficulties which small business concerns face in attempt- 
ing to obtain equity capital would be alleviated in part by a basic revision of 
the present tax structure, I would not want to leave the impression that tax 
revision alone would eliminate the occasion for the measures that are now 
before this committee. 

Affirmative view of small-business financing needs: Those who feel that there 
is a real need for some additional facilities or institutions to provide more 
effectively for the financing needs of small- and medium-sized business are usu- 
ally the first to admit that they do not have satisfactory statistical proof of the 
extent of this need. To obtain such proof would require a specific financial 
analysis of small- and medium-sized business concerns throughout the country. 

However, we do have such qualitative evidence as the policy statement on 
small business of the Committee for Economic Development (1947) ; the report 
of the Tulsa Chamber of Commerce (1948), on the number and functioning of 
the so-called industrial foundations to help small business, and the testimony 
presented to the subcommittee of the Joint Committee on the Economic Report 
(1949), pointing to the existence of unsolved financing problems in the small- 
business area. This evidence indicates that small- and medium-sized business 
concerns encounter serious difficulties in obtaining outside equity capital and 
long-term credit needed for expanding productive facilities, broadening the 
market for their products and services, and launching new projects. The evi- 
dence also suggests that very small concerns sometimes meet with difficulties 
in financing their short-term working-capital requirements. 

While the financing need of small business is often referred to broadly as a 
need for easier availability of bank credit, I am inclined to think that it is 
primarily a need for equity capital and long-term credit, either singly or in 
some combination. In many of the cases that have come to the System’s atten- 
tion where small-business concerns have complained of credit shortages, close 
inspection of these businesses has revealed that where there was an actual 
financial need it usually was for additional equity capital. 

The small-business financing problem is, however, too complex to be charac 
terized simply as one of insufficient equity capital or long-term credit. There 
are many small-business concerns whose requirements for short-term credit are 
so small that the commercial banker cannot afford the expense of processing 
and servicing them in the same manner as larger business loans. Such small- 
business loans, if granted at all, may often be handled in the personal-loan 
department, in which case the small-business man frequently does not obtain 
needed financial counsel and advice which would accompany a more complete 
analysis of his business. During the past two decades commercial banks have 
introduced a number of innovations in lending techniques, including the in- 
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stallment loan for the purchase of equipment and the loan secured by accounts 
receivable or by inventory held under field warehouse receipts. The response of 
business concerns to these innovations suggests that efforts by banks themselves 
to broaden their lending activities can go a long way toward widening the 
circle of bank-eligible credit risks. 

Within the past year, several large banks have launched special programs 
which supplement their regular business lending activities and are designed for 
small business. The response to these programs, as evidenced by inquiries, 
loan applications, and loans granted by the banks, indicates an unsatisfied 
demand for credit on the part of small business which, while it may not be 
large in terms of total dollar volume, is nonetheless real. While the loan terms 
under these special programs have varied from one bank to another, they gener- 
ally include (1) maturities up to 24 months on miscellaneous loans, and up to 5 
years on loans for equipment and other longer term needs; (2) repayment of 
principal and interest in regular installments; and (3) flexibility as to secu- 
rity depending on the circumstances of the particular case. The loans have 
been granted for a variety of purposes, including financing of working capital 
requirements, payment of taxes and trade indebtedness, purchase of machinery 
and equipment, construction of buildings, and acquisition of partnership inter- 
ests. The number of different types of business represented by borrowers is 
surprisingly large—one bank sent me a listing which showed loans outstanding 
to small businesses in 38 different industrial and trade groups, ranging from 
advertising, drugs, and furniture to radio supplies, stove manufacturing, and 
wholesale plumbing. Among the borrowers were candy jobbers, hardware 
stores, jewelers, used-car dealers, electrical contractors, truckers, surgical- 
supply dealers, and ice manufacturers, to mention just a few among many. 

Inquiries elicited by these programs revealed that in a number of cases those 
engaged in small business were unfamiliar with the various services that commer- 
cial banks can offer, or with the different types of credit available to meet busi- 
ness needs. In some instances, the banks found that small businesses were seek- 
ing managerial advice as much as they were additional funds, which in others it 
was determined that bank credit was not adaptable to the particular situation. 
At the same time banks were able to place funds at the disposal of many concerns 
which had previously been unable to obtain financing. 

Appraisal of conflicting view: It is difficult to give a satisfactory answer 
to the question: “How great is the need of small- and medium-sized business 
for special and additional financing facilities?’ I do not subscribe to ex- 
tremists’ views on either side of the question. Many of the so-called statistical 
facts cited in support of one viewpoint or another are merely opinions. Despite 
opinions that all legitimate needs for bank credit are adequately served, banks 
that have recently undertaken to explore the field have discovered an eligible 
group of borrowers. At this stage, however, there is no way of saying how 
big that group is. 

I would sum up the situation this way: 

1. There are pockets in which, for one reason or another, existing financing 
facilities do not fully meet the needs of small business. 

2. Short- and medium-term financing generally presents no great problem, 
except perhaps in some localities and for very small, and often new, concerns. 
Commercial banks generally have demonstrated their willingness to provide 
such credit for the latter group. However, many banks, particularly the smaller 
banks, have not developed the necessary facilities to assure adequate coverage. 

8. Easy availability of short- or medium-term credit may encourage business- 
men to rely on it too heavily, even using it to finance long-term needs. Should 
profits decline or credit conditions become tighter, they may then find them- 
selves in serious financial difficulties. What these small businesses really need 
is financing that will not be too burdensome when the going gets temporarily 
rough—in other words, equity capital and long-term credit. Moreover, they 
often need more equity capital in order to qualify for short- and intermediate- 
term loans from banks. 

4. Small-business concerns do not have access to equity and long-term bor- 
rowed capital in the way that large companies do. For one thing, the costs 
of preparing and marketing a small equity or long-term debt issue are pro- 
hibitive. For another, there is frequently neither a new issue market nor a 
Secondary market for the equity or long-term debt instruments of small busi- 
hesses, either in the community where they are known or on the outside. 
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5. Neither stock nor bond financing in the forms generally available is what 
the small-business man is looking for. The sale of bonds and preferred stock 
is generally impractical, except to relatives and close friends. Frequently, the 
small-business man does not want to sell common stock. The sale of common 
stock to outsiders, unless to institutions especially authorized to participate on 
a limited basis, means that the small-business man will have to share the con- 
trol of his business with others, or perhaps relinquish control. Most small- 
business men value their independence highly—that is one of the primary rea- 
sons why they go into business for themselves. Debt may prove to be a finan- 
cial straitjacket in times of economic adversity. 

6. The traditional suppliers of equity and long-term credit funds to small 
business—the “friend of the family” or the local financier—are becoming less 
and less important in the local financial picture. The growing difficulty of 
finding a partner, silent or otherwise, is due in part to tax considerations, 
Also, it is due in part to a change in investment preferences of individuals, 
There have been indications in recent years of a trend away from equity invest- 
ment to life insurance, tax-exempt securities, and other highly liquid assets. 

7. There are very few institutions in existence equipped to supply small busi- 
ness with both long-term credit and equity capital. There are, undoubtedly, 
many cases in which some combination of equity capital and long-term credit 
would prove more suitable than either one by itself. To meet such needs, 
financing must be tailored to the requirements of each individual business, and 
not offered in exactly the same form on a take-it or leave-it basis to all comers. 

If this summary poses the problem fairly, as I think it does, the question which 
Congress will want to weigh is what kind of solution will prove most construc- 
tive. I am sure that Congress will want the private banking system to continue 
to provide short- and intermediate-term credit to commercial and industrial 
borrowers. 

The CHAIRMAN. I want to say that the Congress, and certainly this commit- 
tee, wants to see that continued. 

Mr. McCase. Yes, sir. 

The CHAIRMAN. Pardon me for interrupting, but I wanted to state that for 
the record. 

Mr. McCase. The main question before you is what kind of supplementary 
facilities are needed. 

Facilitating the flow of equity capital into small-business channels is un- 
doubtedly the most difficult problem. In seeking a sound and workable solution 
to this problem, the Congress will want to explore all possibilities, for it is im- 
portant to the maintenance of our system of competitive free enterprise that 
small business make its maximum contribution to sustained high levels of pro- 
duction and employment. There is a great deal to be said in favor of testing 
experimentally the feasibility of any proposed solution that appears to be 
sound. 

As a believer in a private free-enterprise economy, I feel very strongly that 
any new institution especially established for the purpose of making equity 
eapital and long-term credit more readily available to small business should 
eventually be privately owned. Such a new institution, however, would have to 
be experimental because its operations would involve a substantial element of 
risk. Under these circumstances, I think it very doubtful that capital in suf- 
ficient amounts for an effective trial would be subscribed initially by usual 
private sources. Therefore, I have concluded that the most practicable solu- 
tion is to have the initial capital of the investment companies advanced as out- 
lined in the bills before you. The experience of similar institutions has made 
it abundantly clear that substantial capital is necessary if the newly formed 
investment companies are to avoid deficits during their first years of operation. 

The CHAIRMAN. You say the experience of similar institutions. Could you 
mention any for the record? 

Mr. McCase. In another part of the statement, Senator Maybank, I touched 
on some of these. 

The CHAIRMAN. All right. Excuse me. 

Mr. McCapse. There are two reasons why institutions newly established to 
provide equity capital and long-term credit to small business may incur operating 
deficits. In the first place, maintenance of an adequate technical and adminis- 
trative staff to review applications, grant, and service equity capital or long-term 
loans, and to provide customers with such managerial and technical advice and 
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assistance as they may require, will mean substantial payroll and overhead 
expense. 

In the second place, it will take time for a newly established institution of the 
type envisioned to invest any sizable proportion of its resources in small private 
businesses. Therefore, if deficits are to be avoided, the initial capital should 
be large enough to permit coverage of operating expenses through income from 
temporary investment in Government securities. 

I think it is essential that definite provision be made for transfer of the owner- 
ship of the new institutions to private hands as quickly as possible. This is 
important because the new type of institution, if it is to become a permanent 
part of our private economy, should compete for its funds in the market place. 
The judgment of the market place may not always be acceptable to the in- 
dividual business concern, but it is much sounder than the use of public funds for 
risk financing of private enterprise. Continued public financing of private con- 
cerns in competition with other private concerns is unsound in principle and 
inconsistent with the precepts of a free-enterprise economy. 

The provisions of 8S. 3625 and 8. 2975 stipulate that the proposed new invest- 
ment companies may be organized by the Federal Reserve banks, who in turn 
may also provide part or all of the initial capital when necessary. With the 
Federal Reserve System providing the initial capital, sufficient operating funds 
would be assured to launch these institutions and to determine whether they 
could operate profitably. 

We heartily approve the provisions in these bills which stipulate that com- 
mercial banks and other private institutions and individuals may at any time 
purchase stock of these investment institutions from the Federal Reserve banks. 
We see no reason why, if these institutions prove their profitability, ownership 
will not pass to private hands. Given time to develop a useful pattern of opera- 
tions and to grow, there are some grounds for believing that this new type of 
institution may play an important supplementary role in our private financial 
organization. 

From the beginning, we have thought that the approach through these new 
institutions should be experimental. No one can predict with confidence in 
what financial areas they will prove successful. We would favor starting off 
with enough of them to gain experience and to test their potentiality. The sound 
approach is to feel one’s way and to learn how to meet the over-all problem 
most effectively. 

In view of the difficult operating problems that the proposed new institutions 
will be up against, it is desirable that their managements be given ample latitude 
to meet effectively and flexibly the varied financing needs of small business. 
They should have authority to purchase preferred or common stock in small 
business, to extend long-term credit on such terms and conditions as individual 
circumstances may warrant, including participation with banks, or to undertake 
package financing in which both equity and long-term credit are combined. 
They should also have authority to supply technical assistance on a reasonable fee 
basis where lack of technical skill in some phase of an applicant's operations 
seems to be critically related to his financing problems. In other words, the pro- 
posed institutions must be in a position to tailor the assistance which they supply 
in accordance with the type of problem which is presented by the individual 
small business approaching them for help. 

From the advice which various bankers have given us, an important part of 
the business of the proposed investment institutions would represent package 
financing. Such financing avoids the pledge of all of a borrower’s assets as 
security for a loan, thus leaving him in a position to obtain short-term financing 
from commercial banks if necessary. One banker told me that he knew of a num- 
ber of small-business financing cases which could be made bankable if some 
additional equity or equity and long-term debt could be provided. 

The CHAIRMAN. In your judgment, Mr. McCabe, and in the judgment of the 
Federal Reserve Board, in connection with that statement, and insofar as these 
bills apply to the Federal Reserve Board, is it your opinion that you could carry 
out the law without much trouble and could get the law working effectively 
within a reasonable time? 

Mr. McCare. I believe so, sir. I think we have a background of experience. 

The CyHarrMan. Because you say the banker says now if he could just get 
some equity. He knows probably of a lot of good business firms that could be 
financed, who could probably make a go of it and pay it back to the investment 
company or whatever it might be. But you think the Federal Reserve Board is 
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prepared to carry out the law, if it should be passed? You do not need any 
additional legislation? That your house is so in order—of course, it has always 
been in perfect order—as to carry out this law within a reasonable time? 

Mr. McCasr. I believe we are equipped, sir, to carry this out, to carry out 
the law as Congress intended, and that we could get into action within a reason- 
able period of time. 

The CHAIRMAN. Thank you. 

Mr. McCase. He indicated that his bank, and he thought other banks, would 
want to cooperate closely with the new investment institutions in working out 
constructive financing programs for promising small enterprises, 

The CHAIRMAN. Does he favor this bill, this banker, or have you discussed it 
with him? 

Mr. McCape. I talked to him on the phone yesterday, sir. I sent him a draft 
of this statement. He told me that he subscribed to my conclusions in this state- 
ment, and said that he wished the banking fraternity as a whole could take the 
same viewpoint. 

The CHAIRMAN, Thank you, 

Mr. McCaze. Finally, there is the problem of adequate earnings for the new 
type of investment institution in view of the costs and risks of financing small 
business. The riskiness of the business in which the proposed institutions would 
engage cannot be too strongly emphasized. If the institutions are to perform 
a useful public service, they must be prepared to incur losses. The interest table 
on loans may be prohibitive if it is set high enough to reimburse costs of in- 
vestigating an application, servicing a small long-term loan, providing such 
managerial or technical assistance as may be required, and assuming the 
attendant risks. 

The CHAIRMAN. You have made quite a study of the 90 percent section of the 
bill, have you not? The law goes up to a 90-percent guaranty. The Board 
has made quite a study of that section? 

Mr. McCABE, Oh, yes. 

The CHAIRMAN. It has been stated here by some who are opposed to it—well, 
I will not say they are opposed to it—that if we begin guaranteeing these loans, 
the Government will be guaranteeing all loans. What is your opinion on it? 

Mr. McCase. If you do not mind, sir, at the conclusion of this statement, the 
last two pages, I have covered the answer to your question. 

The CHatRMAN. Iam sorry I interrupted. 

Senator SPARKMAN. At this point, may I ask this question: Just prior to this 
you said you would favor starting it on an experimental basis, Does that mean 
that instead of setting up all of the banks that are contempalted under the 
legislation—36 is the number is it not? 

Mr. McCase. That is right. 

Senator SPARKMAN. You would set up two or three as test cases? 

Mr. McCase. First, we would make a study of all areas. We would consult 
with the Federal Reserve Banks and the branches. Then we would determine 
the area (1) where the need was great; (2) a very important point, Senator 
Sparkman, would be to determine where we could corral the best management 
to start this institution, because we have a strong feeling that if we set one up, 
if possible, it must succeed. That would mean you would have to select that 
bank that would have the greatest sympathetic interest in this program and 
would want to make that institution succeed. 

Senator SPARKMAN. Would it be your thought you would just set up one asa 
kind of pilot plant, or would you set up two or three? 

Mr. McCase. I think you would determine that after you made your study, 
whether you would want to start with one, two, or three. I could subscribe to 
starting two or three, if we felt that the areas to be served warranted the banks, 
and if we felt sure that we had the proper organization to start the bank in 
that area. 

Senator SPARKMAN. How long a testing period do you contemplate would be 
required? 

Mr. McCase, I do not think you can determine that today. 

Senator SPARKMAN. You would just have to be regulated by the experience 
gained? 

Mr. McCase. That is right. Then, another thing, Senator: You would be 
regulated to a considerable extent by the state of the economy. That is, in a 
period like this you would want to get ready for perhaps a downturn in the 
economy when these banks might be a godsend. This would be a period of 
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preparation, getting ready. That is, I do not believe the necessity for these 
banks is as great today as it might be at another period. 

Senator SPARKMAN. Your idea would be, then, assuming that your pilot plant 
banks worked out all right, or your experimental banks worked out all right, 
then you would contemplate a gradual development of the whole system until 
perhaps eventually we would have the whole 36? 

Mr. McCase. That is right, and you might have more, if the investment 
companies that Senator Benton spoke of should come in and ask for a license. 
Under one of these laws, the investment companies could be additions to the 
36. 

Senator SPARKMAN. I just wanted to bring that point in at this time. Thank 
you very much. 

Mr. McCase. Those are the private investment companies that apply to the 
Federal Reserve. 

Participation through equity financing in the gains of successful ventures will 
be an essential to offset the high costs of operation as well as losses. 

Various critics of the proposed legislation have expressed apprehension that 
the suggested new type of investment institution would constitute a competitive 
threat, on the one hand, to the existing commercial banking system and, on the 
other, to our existing investment banking facilities. I do not share this ap- 
prehension. 

The new type institution would have to supplement its capital funds by 
borrowing from banks or in the capital market at market rates of interest. On 
the basis of this feature alone, it could not compete in its charges with rates 
of interest which banks, using depositors’ funds, can charge their customers. 
In addition, both the credit appraisal and risk costs of an institution specializ- 
ing in long-term capital and credit would run much higher on the average 
than in the case of commercial banks which make shorter term and better se- 
cured loans. The success of this new type institution would depend largely on 
its effectiveness in working through commercial banks and in supplementing 
the facilities which they are able to offer small business customers. 

I should like to stress particularly the point just made that the success of the 
new type investment institution will depend largely on its effectiveness in work- 
ing through commercial banks. The local bank is in a unique position to dis- 
cover and evaluate investment opportunities for such institutions, even if the 
bank itself is not in a position alone to extend direct long-term aid to the busi- 
ness. Moreover, the local banker is in a strategic position to handle the servic- 
ing and supervision of long term investments of the new institution, if such 
assistance is deemed helpful. The credit analysis and administration which the 
local banker is in a position to provide cannot be duplicated elsewhere under 
existing financial mechanisms. 

As for competition with established investment banking facilities, these facili- 
ties are not now adapted to meet the equity and long-term credit needs of small 
business. This fact, which is generally admitted and fully substantiated by 
objective evidence, constitutes the principal case for providing for new, special- 
ized investment facilities for small business. 

The two bills differ in the tax relief that would be specially available to the 
proposed investment institutions. We feel that some special provisions adapted 
to the peculiar needs of this type of institution are desirable, in view of its ex- 
perimental nature and the high risk exposure to be incurred. The committee 
will, course, give great weight to the advice of the Treasury Department in 
determining what tax provisions may be practicable. 

I have emphasized the need for combining managerial and technical assistance 
with any financial aid to small business. Therefore, we heartily endorse those 
sections of the proposed legislation that would provide for the collection and 
dissemination of information of benefit to small business. 

Insurance of commercial bank loans: As a means of assuring greater avail- 
ability of credit to small, and particularly very small, businesses, the proposed 
legislation would authorize an insurance program for small-business loans. The 
program would be administered by the Secretary of Commerce under 8S. 3625; it 
would be handled by the investment companies under 8. 2975. 

Loans would be insured without any preliminary review of individual loans. 
However, because of this automatic feature of the plan, the insurance would be 
limited to very small loans with maturities of not more than 5 years—loans 
which would not justify the expense and work of reinvestigation by the insuring 
agency on an individual basis. The principal amount of an insured loan could 
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not exceed $25,000 under one bill, or $10,000 under the other. The total insur- 
ance protection afforded to any financing institution would be limited to 10 per- 
cent of the aggregate amount of its total insured business loans. Also, in order to 
make certain that the financing institutions would carry a reasonable share of 
the risk, the insurance coverage on any one specific loan would not be more than 
a certain percentage of the unpaid balance, 90 percent under one bill and 95 
percent under the other. 

Reasons for the loan insurance program can be summarized about as follows: 
Because of the expense of credit and risk appraisal, loans to many small and 
to most very small business concerns must ordinarily be made on a banker's 
personal knowledge of the applicant’s abilities, character, and financial worth, 
without the benefit of costly investigations. Where the businessman’s banking 
contact is impersonal or casual, information of the type needed for negotiating 
a loan may be inadequate and the work and expense of getting the information 
may be too great. 

No one can say how large a volume of insured small-business loans would be 
generated by the banking system under the proposed program. We have noted 
an expansion of specialized plans for loans to small business by insurance com- 
panies and by banks in some areas of the country. Considering the favorable 
experience of these institutions, it is anticipated that other new plans will be 
developed, particularly since there is considerable interest on the part of private 
financial institutions to cultivate the demand in this field. In view of this rapidly 
changing situation, I would prefer to see this program of insuring loans placed 
in the hands of the proposed investment companies where it could be flexibly 
adapted to the needs of various areas of the country. 

Senator SPARKMAN. Mr. McCabe, under SS. 3625 the Secretary of Commerce 
is given the right, you know, to designate or utilize the national investment 
company as his agent. 

Mr. McCase. That is right, sir. 

Senator SPARKMAN, It seems to me that the argument you mude as to the 
gradual development of the investment company program might likewise be a 
pretty good argument in favor of the insurance program as provided for under 
the Secretary of Commerce, because he can carry that on in areas where there 
is no investment company yet functioning. And yet in an area where you have 
established an investment company he can delegate the authority to that invest- 
ment bank to do business in that area. 

Mr. McCare. The authority in both bills to the investment companies is rather 
broad and flexible. You could, Senator Sparkman, set up one of these invest 
ment companies and have it do 

Senator SPARKMAN. An insurance business for the whole country ? 

Mr. McCase. For the whole country, if you want. 

Senator SPARKMAN, That can be done under 8, 36257 

Mr. McCAse. Our thought is that, if you are going to set up the investment 
companies, it would be better to center them where not only would they have 
the responsibility for equity financing and long-term credit, but also any insur- 
ance program that might be developed. 

Senator SpARKMAN. Of course, that can be worked out under the terms of the 
bill as it is now drawn? 

Mr. McCase. The particular point is provided for more clearly in S. 2975 

Senator Benton. Do you not think it would be better to do it through the 36 
local companies, Mr. McCabe? 

Mr. MoCase. That is right, gentlemen. 

Senator Benron. I would think so, too. It would help make investment in 
these 36 companies more attractive and help make the companies more stable, it 
would seem to me. 

Mr. McCapse. Yes. 

Senator SPARKMAN. Once the 36 companies are organized. 

Senator BENTON. Yes. Until that time 

Senator SPARKMAN. Until that time, it seems to me it might very well be ¢ 
transitional program. 

Mr. McCase. You could, however, with the investment companies, after you 
have set one or two of them up, have them insure loans on a nationwide basis, 
if they wanted to. 

Senator BENTON. Until the others get going, you mean? 

Mr. McCase. Yes. 

Senator, that was a subject of great discussion that has continued over weeks, 
even for a few months. We went into it very exhaustively with Senator 
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O'Mahoney and one of his staff members, who is vitally interested in it. I think 
he is going to testify here tomorrow. 

The CHAIRMAN. That is right. 

Mr. McCase. Then we went into it very exhaustively with many others. We 
came out with this conclusion here as our best judgment as to how it could 
be done. 

Senator SPARKMAN. By the way, Mr. McCabe, in that connection, is it not 
true that one of the subcommittees of the Joint Committee on the Economie 
Report, in making its study came up with the conclusion that one of the greatest 
needs for small business was investment capital, equity capital ? 

Mr. McCase. You see, Senator O'Mahoney is chairman of the committee 

Senator SpARKMAN. Yes, and it was out of that he introduced this bill. 

Mr. McCabe. It was out of that discussion that I mentioned that in the 
earlier part of my report. 

The interesting part here is that the suggestion or the two suggestions prior 
to Senator O’Muahoney’s coming forth with his suggestion, came from private 
industry, one from the Investment Bankers Association, first; and the second 
that I have referred to from the CED. 

Senator SparkMAN. And then the Federal Reserve Board, acting on that 
recommendation, recommended to Congress in 1944 that something be done, 
did it not? 

Mr. McCare. Yes. 

Senator SPARKMAN. An extension of the V loan program to postwar operation? 

Mr. McCane. Yes. 

Senator SPARKMAN. And then in 1948, a bill was introduced and hearings were 
held before this committee for similar programs? 

Mr. McCarr. That is right. 

Senator SPARKMAN. So this is not something that is brand new out of the 
sky, is it? 

Mr. McCarer. This has been under discussion for a good many years. 

Senator SpARKMAN. And has been pushed by the Federal Reserve Board for 
a good long time, certain parts of it? 

Mr. McCase. As I say, the so-called capital banks or investment companies, 
as they are referred to, that suggestion, as I say, came out of private industry 
in which it was recommended in the two reports I have referred to that the 
Federal Reserve set up such institutions. 

Then there was what we call the Tobey bill, which had the guarantee principle 
init. The Federal Reserve, as I recall, at the time asked for that as the stand-by 
authority which it might use at the proper time. 

Congress never acted on that particular recommendation. 

Senator SPARKMAN. But the first two impulses came first from the investment 
bankers, the second from this group of industrial and economic leaders of the 
United States, the Committee on Economic Development, and then the Federal 
Reserve Board studied it and transmitted its recommendations to Congress? 

Mr. McCase. Yes. In chronological order, there was the joint committee study. 

Senator SPARKMAN. The joint committee came next? 

Mr. McCane. It came next: then the President’s recommendation. And then, 
in conclusion, if IT might just complete this 

Senator SPARKMAN. Yes. I just wanted to get the point clearly before us that 
this is not a new program which the Government is trying to impose on the 
people. It is one that has come from the people up to Congress. 

Mr. McCabe. That is right, sir. 

In conclusion, I would like to say that the proposal for the investment 
companies contained in this legislation was originally conceived not by the 
Federal Reserve but by private finance. The role projected for us was first 
suggested in the Fennelly report of the Investment Bankers Association in 
1945 and later by the Committee for Economic Development after an exhaus- 
tive study of small-business problems. After full hearings by his subcommittee 
of the Joint Committee on the Economic Report, Senator O’Mahoney under- 
took to give the suggestion concrete legislative form. Recently, in his message 
to the Congress, the President endorsed the same proposal. 

We would like to have it distinctly understood that we do not wish to be 
placed in the role of asking that Congress increase our powers. However, if 
the Congress elects to place these responsibilities in our hands, let me assure 
you that the wishes of the Congress will be carried out as vigorously, soundly, 
and expeditiously as we know how. 
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The CHAIRMAN. Mr. Chairman, I want to congratulate you on that state- 
ment. I know that it will be very helpful and of much interest to many people 
in this Nation. I think it is one of the best statements on the situation I 
have ever read or ever listened to. 

Mr. McCase. Thank you, sir. 

Senator BENnTOoN. May I concur in that, Mr. Chairman? 

Mr. McCabe is one of our most distinguished public servants, and this state- 
ment is a further explanation of how he got to that place. It further ac- 
counts for his wonderful reputation. It is a wonderful statement. 

Senator SPpARKMAN. I want to say it is one of the finest statements that has 
ever been presented to this committee. 

Mr. McCase. Thank you, Senator Sparkman. 


Senator Crark. I would also like to insert in the record a letter 
dated June 6, 1957, addressed to me by Mr. S. Abbot Smith, past 
president of the Smaller Business Association of New England, and 
currently a director of the association, together with an accompany- 
ing statement expressing Mr. Smith’s views on pending legislation. 

(The letter and statement referred to follow :) 


THOMAS STRAHAN Co., 
Chelsea, Mass., June 6, 1957. 
Hon. Jospen §. CLARK, 
Chairman, Small Business Subcommittee of Senate Banking and Currency 
Committee, United States Senate, Washington, D. C. 


DEAR SENATOR: It is a great disappointment to me to be unable to go to 
Washington at this time to testify before your committee with regard to §S. 
2160 since I have been keenly interested in this capital-bank idea for quite a 
number of years. However, I am sending you enclosed a brief outlining my 
thoughts on the subject, and would very much appreciate it if vou would file 
this brief for the record in connection with your current hearings on S. 2160. 

Best wishes and good luck. 

Sincerely yours, 
S. Apspor SMITH. 


STATEMENT OF S. Aspor SMITH, CHELSEA, MASS, 


Mr. Chairman and gentlemen, thank you very much for this opportunity to 
present to you my ideas with regard to a capital bank or investment company. 

My name is 8. Abbott Smith. I am president of the Thomas Strahan Co., 
a small firm which has been manufacturing fine wallpapers in Chelsea, Mass., 
since 1886. I am a past president of the Smaller Business Association of New 
England and at present a director. From 1942 until early in 1945, I was a 
Director of the Smaller War Plants Corporation in Washington. 

Soon after the end of the war, I was a member of a subcommittee of the Com- 
inittee for Economic Development which was studying the small-business 
situation. One of the suggestions contained in the policy statement Meeting 
the Special Problems of Small Business which resulted from that study and 
which was issued in 1947 was the capital-bank idea. We found there was a 
definite gap between the short-term loans which could be had from commercial 
banks and the equity and long-term financing to be obtained from floating 
securities on the market or from institutions like insurance companies and in- 
vestment bankers as used by the larger companies. There just wasn’t any 
place where the small company could get that kind of financing. That gap has 
become even more evident during the 10 years which have elapsed since that 
time. 

What we envisioned very briefly was a private investment company which 
would take each case on its merits and, if found deserving, tailor the financing 
to the needs of the company, either a long-term loan, purchase of preferred 
or common stock, or a combination of all three as seemed best. 

By taking an equity position, if things worked out well, the investment com- 
pany would make a handsome profit and thus be able to build up a cushion 
which would take care of the losses which were bound to come in some cases. 

To overcome the objection which many might have to selling out their equity 
in whole or in part, we thought the borrower should have an option to repur- 
chase his stock after a certain length of time at an agreed-on premium. 
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Making investments of that kind, it would undoubtedly be desirable for the 
investment company to have a small staff of experts in production, marketing 
and accounting so as to assist any of their customers in case they seem to be 
getting into trouble. In this way, they would not only protect their investment, 
put do the small business a very real service by educating its management. 

Thus the capital bank or investment company would not be competing with 
existing financial institutions but supplementing them. The commercial banks 
should welcome them because, after all, any small company, well financed on 
a long-term basis, would be a much sounder risk for short-term accommodation. 
Then, after they had grown large enough, the company would be a candidate 
for the insurance companies, investment bankers, and the stock exchanges. 

Because the need was so obvious and because this seemed to be the best means 
for filling it that they knew of, the Smaller Business Association of New England 
picked up the idea at once and has been pushing it ever since. Another means 
of taking care of that same need which has been promoted by other small busi- 
ness groups was the suggestion of Government guaranteed loans patterned after 
the FHA. SBANE, however, preferred the capital-bank idea; first, because it 
seemed to fill the need better for both long-term and equity financing and, second 
because it would be run as a profitmaking institution and eventually be entirely 
privately owned. 

The State development corporations are working in this same direction and 
might very well fill part of the need. So far, however, they are too small and 
they are too weak themselves to give the equity aid which is so badly needed 
or to take risks much beyond those which a regular commercial bank is willing 
to take. Incidentally, these facts highlight the need for added capital and 
for being unable to build up adequate loss reserves, which would be facilitated 
by special tax treatment. 

At this point I should like to address myself particularly to S. 2160. While 
I have not had an opportunity to study it thoroughly, nevertheless a cursory 
reading seems to indicate it carries out better than any bill I have yet seen the 
general purposes which we small-business men want. I assume that the technical 
provisions are so drawn as to effect those purposes. 

In section 106 (a) “Loans and Investment,” line 7, page 10, the investment 
company is authorized “to purchase obligations of said enterprises.” To me 
“obligations” would not include common stock but would mean debt instruments. 
In (b), however, the investment company is authorized to sell the securities 
acquired and common stocks are specifically mentioned, so I infer they are sup- 
posed to be included in “obligation.” I would be happier, however, if they 
were specifically mentioned in (a), too. It would also seem to me highly 
desirable that a national investment company should have the right to pass 
through to its stockholders proceeds of sales as capital gains, i. e., the same right 
now granted many investment trusts. My feeling is that this would help make 
the investment company stocks more attractive to private investors and thus 
help bring in private capital more quickly. 

As another step in that same direction, I should think it might be desirable 
in the administration of the investment company that they should adopt a policy 
along the lines of the Federal land banks so that each customer would take 
perhaps 5 percent of his accommodation in stock of the investment company. 
That, too, would facilitate the taking over of the investment company by private 
capital, 

I was very glad to see the provision which allows State development corpora- 
tions to become national investment companies if they so desire. That pro- 
vision will eliminate any question of friction between the two and prevent 
possible duplication of effort in areas where State development corporations 
are already functioning. Furthermore, once these capital banks are well estab- 
lished and functioning it seems to me they might very well take care of most 
of the small businesses which now have to go to the Small Business Administra- 
tion for financing, another case of substituting private enterprise for a Govern- 
ment agency. 

There may be other ways in which this particular bill can be improved but 
I would like to say that to me it seems a long step forward toward filling an 
increasingly urgent need of many small businesses which is not being met 
by our present financial institutions. They develop slowly. It took the com- 
mercial banks a good many years, for instance, to realize that automobile paper 
was a good investment, likewise they looked down their noses at small personal 
loans. Others had to pioneer in both fields but eventually the banks changed 
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their attitude and now most have special departments to handle that business. 
They even advertise for it. 

The national investment company would be just an addition to our present 
tinancial institutions to round out their service to the business community by 
taking care of the financing needs of small and growing businesses. 

Senator CLark. We are fortunate to have with us this morning as 
our first witness the Honorable Hubert H. Humphrey, the distin- 
guished Senator from Minnesota, who has two bills pending before 
the subcommittee. 

Senator Humphrey, we are pleased to have you here. Will you 
piease proceed in your own way. 


STATEMENT OF HON. HUBERT H. HUMPHREY, A UNITED STATES 
SENATOR FROM THE STATE OF MINNESOTA 


Senator Humpnurey. Thank you very much, Senator Clark. 

Mr. Chairman, it is, without my emphasizing it, a privilege to be 
permitted to testify here before your subcommittee and to testify 
on behalf of the two bills which I have authored and which are before 
you, along with other measures to assist small business. 

I have been a member of the Senate Select Committee on Small 
Business since its inception. 

Senator CLark. Senator, excuse my interrupting, but for purposes 
of the record, the bills you refer to are S. 2184 and S. 2185. 

Senator Humpnrey. That is correct. S. 2184, directing the Small 
Business Administration to make extensive, comprehensive and con- 
tinuing studies of certain problems of small business; and S. 2185, 
to authorize the Small Business Administration to make loans to 
private nonprofit organizations formed to assist, develop, and expand 

he economy of the area. 

I just said that I had been privileged to serve as a member of the 
Senate Select Committee on Small Business since 1950, when that com- 
mittee was established. And I have had, therefore, an Snag 
to study some of the problems of small business at close range. I do 
not have to emphasize before you, sir, and this subcommittee, ths at the 
difficulties of small business today are considerable. The facts speak 
for themselves. Small-business failures are at the highest level since 
1939; corporate mergers are Increasing each year; large and powerful 
corporations gaining an ever-larger percentage of total assets; and 
small firms finding it increasingly difficult to obtain capital without 
which they cannot grow and prosper. And I should like to under- 
score that latter point: The difficulty of obtaining capital under 
favorable terms, where the rate of profit is adequate to amortize or 
liquidate the loan and pay the interest. 

Senator Crark. That would have reference to long-term loans and 
also to equity capital. 

Senator Humpurery. That is right. And also short-term -capital 
for inventory purposes, too, Mr. Chairman. That has become an 
increasingly difficult problem for small manufacturers. 

Now, these critical problems, as the chairman well knows, call for 
much more than mere lipservice, and this subcommittee is to be com- 
mended for its serious and conscientious efforts to correct present 
inequities and to present positive measures that will serve to benefit 
small business. 


—" 
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The first bill that I wish to discuss is S. 2174, a companion bill to 
H. R. 5651, introduced in the House by Representative Frank Coffin, 
of Maine. The measure would direct the Small Business Administra- 
tion to make extensive, comprehensive, and continuous studies of 
small-business problems, and to make semiannual reports to Congress 
on the results of such studies. 

I disgress from my prepared testimony here to say that I have long 
believed the SBA should be 2 permanent agency of the Government, 
and that we ought not to have to go through this business of re- 
authorizing it every so often. If there is any one segment of the 
American economy that needs to have an agency of Government con- 
cerned with its well-being and its long-term 1 objec tives, it is independ- 
ent small business. And therefore, I have long supported and will 
continue to support what I understand is now “the recommendation 
of this committee, that the Small Business Administration be a per- 
manent agency of the Government. 

Senator CLark. Senator, we have not reached that point yet. 

Senator Humpurey. Maybe I am just hoping. 

Senator Cuark. I take it that you are not one of those who thinks 
that the Small Business Administration should be placed in the De- 
partment of Commerce. 

Senator Humpnurey. I think it should have an independent status, 
sir, until the Department of Commerce is able to demonstrate to me 
the same kind of alacrity and keen interest in the welfare of inde- 
pendent small business that some other de partments are able to dem- 
onstrate in reference to their areas of Jurisdiction. 

Senator CLark. There seems to be a widespread view that organiza- 
tionally the Small Business Administration ought to be in the Depart- 
ment of Commerce, but administratively, with the present philosophy 
of the Department, that would result in killing the agency. 

Senator Humpnrey. Well, may I say most respectfully—and I trust 

there is a representative here of the Small Business Administration— 
right now its condition is slightly anemic, and to affiliate it with the 
Department of Commerce at the moment might be more than the body 
can take. Therefore. with all due respect to those who administer 
these departments, you need the kind of verve and zeal and fervor 
for small business that an advocate would have for a cause, if an 
agency is to doa Mi 

Senator CrarK. I do not want to digress too far, Senator, but I 
wonder if you have any views as to the desirability of continuing the 
Loan Policy Committee where, as you know, the Secretary of Com- 
merce and the Secretary of the Treasury sit with the Administrator 
of the Small Business Administration to determine policy. That has 
been under some attack. A number of bills have been introduced to 
abolish it. On the other hand, I think the Administration feels very 
strongly it should be continued. 

Senator Humpurey. I remember when the Small Business Admin- 
istration was established, one of the big arguments, if my memory 
serves me correctly, was over the Loan Policy Board and the relation- 
ship of the Secretary of Commerce and the Secretary of the Treasury 
to the Small Business Administration in its loan policy. 

os I suggest that they be friendly observers; that their adminis- 

ative wings be clipped; that they be permitted to play around in the 
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nest, but not to fly off with the eggs. To put it quite bluntly, it is per- 
fectly proper that the Secretary of Commerce and the Secretar y of the 
Treasury, both intimately involved in the business life of our Nation, 
should have at least a friendly and continuing interest in the policies 
of the Small Business Administration. But until such time as there 
has been a clearly demonstrated fact that these agencies, or aa de- 

artments, are interested in the well-being of sm: all business, I don’t 
babees in letting them come on in and determine policy. If we are 
going to do that, we ought to turn it over to the Treasury Department 
or the Commerce Department. 

Senator Ctark. Well, I am not sure I don’t agree with you. I think 
probably at this point Ido. But doesn’t that place us in the position 
of saying that we are going to do something administratively and 
organizationally unsound because we do not have : any confidence in the 
attitude toward small business of those who should really be sympa- 
thetic to it? 

Senator Humpnurey. Well, Mr. Chairman, I am not so sure about 
that,either. I think we have on overaddiction in this country to what 
we call neatness of compartmentalization or administrative organiza- 
tion. People love to see these charts where you have it all bloc ‘ked out 
and you have a large block and inside of that block under a secretary 
you have all these bureaus and units andsoon. That looks eood—and 
T have taught public administration and I know it makes a much more 
attractive book and makes a much more at least plausible organiza- 
tional chart. But that does not necessarily mean that it works better. 
That which is best is that which works best. And I think when you 
have an administrator in charge of an agency that really fights for his 
people and works for them, that that is a lot better than trying to have 
a nice chart, where you do not. have some little agency dangling over 
to the left side or the right side. 

Senator Ciark. You, also, however, Senator, have been the chief 
executive of a great American City, and you know how difficult it is 
when executive responsibilities diffuse and the executive has to super- 
vise more people than he can conveniently get around to handling. 

Senator Humpnurey. Exactly. And that is why I am not so sure 
that the Department of Commerce ought to have the Small Business 
Administration. I think they have their hands full right now. 

Now, as I said, the first bill I wish to discuss is S 2184. And I have 
identified that bill in reference to the House. This measure would 
direct the Small Business Administration to make extensive, compre- 
hensive, and continuous studies of small business problems, which I 
believe is necessary. For example, one of the things I would like to 
see done right now is a project which I would term “Operation Main 
Street.” I ‘would like to see the Small Business Administr: ation, or, if 
possible, a committee of Congress, this subcommittee of the Banking 
and Currency Committee or the Select Committee on Small Business, 
go into typical American cities and really find out what is going on. 

For example, let’s go down to Virginia, and find a city of 25,000 or 
50,000, and go up and down the main streets, with proper question- 
naires, and trained interrogators, and really find out from the business- 
man what is going on—not just in terms of these broad statistics that 
come out in the so-called statistical averages from New York City, but 
let’s go and find out what is really going on. 
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I could bring in the books here of our business and show you what is 
going on. We know what is happening to the net rate of profit. We 
know what is happening to our sales. Sales go up and profits may go 
down. We know what is happening to our ov erhead and tax structure. 
How do you find this out? By a careful analysis on the spot. That is 
what I think needs to be done here. 

Senator CLark. Senator, to some extent the Small Business Admin- 
istration has the power to do that right now under existing legislation, 
does it not ¢ 

Senator Humpurey. Yes, it does; but it needs to be directed. 

Senator Ciark. You think they need a little encouragement and 
incentive in the form of legislation. 

Senator Humpnurey. One of the failings of humankind is, I won’t 
say indifference or inaction, but there is a sort of lethargy that comes 
over us, particularly in the heat of the summer, like this, and that is 
understandable. And when you want something done, Mr. Chair- 
man, I suggest most respectfully it is good to direct it to be done, and 
then it w ill be done. 

The present Small Business Act, as you know, permits the Small 

3usiness Administration to study basic problem of small business, 

as the chairman has just noted. But such studies are not mandatory. 
To date, however, the Smal] Business Administration has done little, 
if anything, in this field. And I want to publicly chastise them 
for not having done something about it—when the rate of business 
failures goes up, when credit prob lems of small business are so evi- 
dent that Business Week itself writes lead articles about it and the 
Wall Street Journal has lead articles about the credit problems of 
small business. I want to know why the Small Business Admin- 
istration is not moving and coming forth with the kind of const1u- 
tive examination of the small-business aspect or area of the American 
economy that the act permits it to do. 

Senator CLiark. Of course, Mr. Barnes has been in here telling us 
that he is doing a great deal of that kind of work, holding clinics 
and discussing problems in various areas of the country, making sug- 

gestions to small business—and his reports are full of the sort of 
things that they purport to be doing. But I take it that your feeling 
is that they are rather dragging their heels on getting into the really 
import: int areas to do something concrete and constructive instead of 
just holding another panel discussion. 

Senator Humpurey. Well, may I just say this—and I say it with 
due respect for those who operate these agencies. I know they work 
diligently and apply themselves to their job. I say that there is a 
lot of difference between just doing what you are required to do, and 
then doing it with a zeal and doing it with a determination. We in 
polities know a great deal about this. Many times things are done 
that you just do, and that satisfies some people that are not too care 
ful in their scrutiny. But what IT want is the Small Business Admin- 
istration doing what it should do with suc h vigor and zeal that it gets 
criticized, and gets criticized by those in big business and those in 
high finance for the position which small business takes. I have not 
seen them irritate 2nvbody for a long time, except a few Members of 
Congress. 
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Senator Car. Of course, I agree with that. But I still wonder 
a little bit whether we can handle that by legislation, or whether it is 
not a problem of appointment. 

Senator Humrnrery. I would say, Mr. Chairman, that that is some- 
thing that we cannot do much about right now. We will work on 
that at a later date. But we can help in legislation. And it is per- 
fectly true, sir, that there is no law that can really do the job if the 
spirit is not there. But I have the fee ‘ling that if we direct the Small 
Business Administration to do some of these things, that more of it 
will be done than is being done, and secondly, that the recommenda- 
tions which come up will be much more pointed. 

Now, it is to be expected that a new agency would devote its atten- 
tion to getting the more immediate and pressing programs underway 
and the ‘long- term projects very well could be and would be postponed. 
But I feel that the time has come for the Small Business Administra- 
tion to shift into high gear and to give major attention to the n any 
important and basic problems of smal] business. 

The type of studies I have in mind are spelled out in S. 2184. And 
TY would ask the consent of the chairman here, if I may, to have 
printed at this point of my testimony the body of the text of S. 2184, 

Senator Crark. The text of the bill already appears in the record, 
Senator. (See p: 38.) 

Senator Humpnrey. They include the effect upon small business of 
inflation and deflation, avail: ibility of credit, availability of materials 
and supplies, cost factors, labor prob lems, management and personnel 
problems, automation, adve rtising, aeaeane development, the activities 
of Government regulatory agencies, and taxes. 

These are basic topics which deserve careful study and considera 
tion. It seems to me that the Small Business Administration, in con- 
ducting such studies, would be making a real significant contribution 
toward maintaining the strength and vitality of small business. 

In this complicated and fast-moving era, small business cannot keep 
pace and make its ms uximum contribution without consideration being 
given to the problems I have hastily mentioned above. Sinall business 
cannot succeed by mere guesswork. Blind flying does not work any 


be eroping 11 the dark 


more, and small business should not have to 
while large competitors have access to radar, a kind of fiseal and 
political radar, for guidance and direction. ‘This is particularly true 
about blind flying in stormy weather. And there is some mighty 
stormy economic weather for small business. 

The money spent by the Small Business Administration in studies 
proposed in my bill would be one of the soundest and best investments 
we can possibly make to promote and protect our free economy. 

And I want to say right now, Mr. Chairman, that I believe in» free, 
competitive economy. And I am of the opinion that some people who 
talk a lot about it, do not believe in it. I hear a lot of people who are 
gobbling up one business after ee putting their hands upon the 
eontrol of credit. the control stick of credit, managing the money 
supply of this country, gobbling up deuchata, who talk about free 
enterprise, and they do not believe in it at all. Free enterprise is 
competitive enterprise. And there is only one way you get it, and that 
is through small business competition, and m: aking it possible for them 


to live in the competition. 
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My second bill, Mr. Chairman, is S. 2185, a companion bill to H. R. 
5693 offered in the House by Representative Coffin. This bill author- 
izes the Small Business Administration to make loans to private non- 
profit organizations formed to assist, develop, and expand the economy 
of an area. Many communities throughout the country have such 
developme nt cor porations which lend funds to established businesses 
and also to new firms getting under way. These programs have proved 

very helpful, although most of them operate on quite a modest scale 
due to limited funds. Several States have in operation development 
credit corporations performing this same purpose on a State basis. 
Through their assistance, many small firms have been able to grow 
and develop and to bring gre: iter employment and prosperity to their 
communities. 

In reference to State development credit corporations, I understand 
that some of them are profitmaking organizations. It might, there- 
fore, be necessary to add a provision to §. 2185 making it clear that 
such corporations are nevertheless still to be considered eligible for 
SBA loans. 

What I was getting at is these development corporations that serve 
as a kind of regional “bank on the one hand and a technical assistance 
laboratory on the other, to be able to assist and promote the develop- 
ment of enterprise in the community. 

Senator Crark. There seems to be a certain amount of folklore 
connected with these development corporations, in that they get 
charters entitling them to make a profit. But then they come in and 
testify they have no intention of making a profit, but they wanted to 
be within the free-enterprise sysem as a profitmaking corporation. 
Of course, that denies them certain tax advantages and would deny 
them the effect of your bill unless we amended it. But, nevertheless, 
the substance of the thing is that they are public-service companies. 

Senator Humpurry. Yes; I thoroughly agree with that, Mr. Chair- 
man. What I wanted to point out is [ am not sticky at all or inflexi- 
ble about how this ought to be designed. The thing is to get the job 
done. : 

Senator CLark. Would you discuss briefly your thinking as to how 
much of an authorization in terms of loans 1t would be desirable to 
give in order to make the provisions of S. 2185 effective? I note there 
is no figure. 

Senator Humenrey. No; I didn’t put any figure in. I am going to 
be very frank with you. I just did not know. And I felt as a result 
of your hearings on these many proposals that this committee and 
subcommittee might be able to give us a reasonable figure. I felt it 
would be wrong for me just to pull a figure out of the air on the basis 
of individual judgment, when I am not personally capable of making 
that kind of a judgment with any accuracy. 

Senator Crark. Are you generally familiar with Senator Spark- 
man’s bill, S. 2160? 

Senator Humpnrey. Yes. 

Senator Ciark. Would you think of your bill as being an alterna- 
tive to that bill or supplemental ? 

Senator Humpurey. Supplemental. 

Senator Crark. That provides for national investment companies 
organized through the Federal Reserve districts. 
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Senator Humpurey. Mine would be supplemental—not a replace- 
ment, or to set S. 2160 aside. 

Senator Crark. You are a cosponsor on Senator Sparkman’s bill. 

Senator Humrurey. Yes. 

Senator Crark. You think both techniques are desirable. 

Senator Humpurey. I think they are. I think we have to go as 
many ways as we can to find means of development and credit and 
financing for these small-business enterprises. 

Senator Ciark. I believe you and I think alike about these things. 
But the objection some of our colleagues would raise to your bill would 
be that it automatically would require an additional loan authorization 
to the SBA, and then we get all the budget balancers on our neck. 

Senator Humpurey. So what? What is better to invest in than 
small business ? 

Senator Ciark. Of course, I agree. But you say that and some- 
body says “budget,” and then—— 

Senator Humrurey. I quit believing in goblins a long time ago. 
And I think people in the 20th century ought to grow up. The kind 
of financing which the modern American economy needs is not back 
in the days of Adam Smith or any of those gentlemen of bygone gen- 
erations. And one of the main problems today with the American 
economy is that many of the people that have a lot to say about it 
have not quite squeezed through the mid-half of the 20th century. 
And when they get their minds figured out that we are living in a big 
world, with big ‘problems and need of big capital and big operations 
in order to be able to st: Ly on the scene, we are going to be better off. 

Senator Cuark. In other words, you are not frightened by an in- 
creased authorization to the SBA to make loans in accordance with the 
terms of your bill. 

Senator Humpurey. Not at all. As a matter of fact, I think the 
SBA authorization ought to be increased. Everything else is being 
increased. I cannot imagine that General Motors is going to try to 
finance its operations on what it did, let’s say, 10 years ago. 

Senator Crark. And you are not one of those who believe that that 
is inevitably inflationary and therefore bad for the economy. 

Senator Humrurey. Not at all. As a matter of fact, the produc- 
tion of more goods and services is anything but inflationary. I won’t 
say it is deflationary, but it is stabilizing. 

Now, finally, I have inquired of SBA whether it has made loans to 
development corporations, and I was informed that a handful of loans 
have been made, but only in cases where the money so lent was to go 
to a specific firm. Furthermore, such loans have had to be less than 
$250,000. These limitations are due to the act’s present language. My 
bill would remove such limitations and make it possible for SBA to 
greatly expand its lending activity in this field, which of course relates, 
sir, to your proper question about ine reasing the loan authorization. 
The self-help programs engaged in by these municipal ne State 
development corporations are most commendable and should be en- 
couraged. This is one way to really strengthen your local economies. 
By authorizing SBA to make such loans, the work that can be done 
along this line will be greatly enhanced. 

I wish to make it clear, finally, Mr. Chairman, that this bill, 
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S. 2185, is not in any sense offered as a substitute for S. 2160, the 
National Investment Company Act of 1957, which is also before this 
subcommittee and which | am honored to cosponsor. The two bills 
are not at cross-purposes, nor do they duplicate each other. ‘They 
both have considerable merit and would be of considerable service 
to small business. There is no reason why development corporations 
and national investment companies should not be operating at the 
same time. 

These two bills which I have discussed today, S. 21884 and S. 2185, 
are modest proposals, and I underscore it, very modest proposals, 
to assist small business. I respectfully urge this subcommittee to con- 
sider them carefully, and, I would hope, to give them a favorable 
report. 

Now, there are undoubtedly other bills that do exactly the same 
thing as I have suggested here, because this is nothing unique or 
ingenious on my part. And may I just make it clear, Mr. Chairman, 
the it I am not at all concerned about who is the author of the bill. 
What I am concerned about is what you have expressed your concern 
about—that we get something done. If the committee wants to pre- 
pare its own bill or any other bill, all 1 ask is that we get a chance 
to vote on it and work for it. 

Senator CLrark. Thank you very much, Senator Humphrey. We 
appreciate your coming before us. And I am sure you have made a 
real contribution to our thinking. 

Senator Humrnurey. Thank you. I appreciate the time, sir. 

Senator Crark. Our next witness is the Honorable Laurence B. 
Robbins and the Honorable Dan Throop Smith, from the Treasury 
Department. Do you gentlemen want to be heard together or 


separately ? 


STATEMENT OF LAURENCE B. ROBBINS, ASSISTANT SECRETARY 
OF THE TREASURY 


Mr. Rossins. Mr. Chairman, if it agreeable to you, I should like 
to read my statement and then have it supplemented by Mr. Smith. 

Senator Cirark. That will be entirely agreeable, Mr. Robbins. We 
appreciate your coming up here to help us out. 

Mr. Rospins. Mr. Chairman and members of the committee, I am 
very glad to have this opportunity to appear before this committee 
in connection with its consideration of various bills introduced for 
the purpose of assisting small business. The Treasury Department, 
sharing the belief of the administration and the Congress that small 
business is a traditional and essential part of the American economic 
system of free enterprise, is interested in any soundly conceived 
measures that will promote its welfare. 

I should like to comment first on the pending bills which would 
extend the Small Business Act of 1953, as amended. These comments 
deal primarily with the program of financial assistance to small busi- 
ness which is provided for through the Small Business Administra- 
tion. It is the belief of the Treasury Department that legislation on 
this subject should incorporate certain essential principles. They are: 

1. The functions which are presently performed by the Loan Policy 
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Board should be continued. Under the present statute, the Board’s 
function is to— 

establish general policies (particularly with reference to the public interest 
* * * and with reference to the coordination of the functions of the (Small 
Business) Administration with other activities and policies of the Government) 
which shall govern the granting and denial of applications for financial assistance 
by the Administration. 

The lending of Federal funds to private business concerns to be 
used in their endeavors from private gain can be justified only if such 
lending is in the public interest. It is axiomatic, therefore, that 
legislation on this subject should assure that the public interest will 
be neither minimized nor lost sight of in the Government’s financial 
assistance program. 

Equally essential in the opinion of the Treasury Department is the 
other function mentioned in the foregoing statutory quotation, namely, 
the coordination of the functions of the Administration with other 
activities and policies of the Government. It is, of course, highly 
desirable that whatever one Government agency does will not conflict 
with or nullify either the overall policies “of the Government or the 
efforts of other Government agencies in carrying out such policies; 
and obviously coordination of the lending functions with other activ- 
ities and policies of the Government designed to aid small business 
is as desirable as it is both logical and necessary. 

2. The Loan Policy Board should be continued as presently con- 
stituted. In order to assure that both of the foregoing will be effec- 
tuated, the present provision relating to the Loan Policy Board should 
be retained. A Board entrusted with these essential functions should 
be composed exclusively of full-time Government officials. It should 
not be composed of persons who are not residentsof Washington, whose 
primary concerns are elsewhere, who can devote only a limited amount 
of time, and who would come to Washington only for occasional 
meetings. Moreover ,in order to assure the impartiality and objec- 
tivity that such a Board must have, no member should actually or 
potentially be a beneficiary, directly or indirectly, of any policies 
established by the Board. 

Advice from qualified private citizens who are recognized in their 
own communities as leaders in the fields of banking or small business 
is, of course, beneficial in connection with SBA lending operations. 
Such advice has been and is available to SBA through its well-estab- 
lished National Board of Consultants and National Board of Field 
Advisers. 

If I may interpolate, the National Board of Consultants consists of 
50 members, from all over the country, representing small business, 
banking, and the general field of small business. 

Senator CLark. How often does that Board meet ? 

Mr. Rossrns. It meets in Washington periodically, at least twice a 
year, and I think sometimes more often than that. 

Senator Crark. Mr. Robbins, this is a question born of ignorance. 
Are you the representative of the Treasury on the Loan Policy Board? 

Mr. Roxpins. I am, sir. 

Senator CLark. Do you keep minutes of your meetings / 

Mr. Rospins. Yes. 

Senator CLrarKk. About how often do you meet / 
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Mr. Rosesins. Regularly, once a month. But there are special 
meetings more frequently than that, and there are very many con- 
ferences between the scheduled meetings. 

Senator Cuiark. As | understand it, you do not pass on individual 
loans. 

Mr. Rossins. Not at all. 

Senator Crarkx. Could you give us in a sort of thumbnail summary 
the type of matters which come before you, so we can have a little 
understanding of just what you do when you meet. 

Mr. Roseins. If you will permit me to go ahead, I will try to cover 
that in this statement. 

Senator Cirark. All right, go ahead. 

Mr. Rossins. The National Board of Field Supervisors has about 
900 members, and they meet in regional groups, so that the advice 
of men interested and active in small business at the grassroots level 
comes through the field advisers and to the National Board of Con- 
sultants, and from there to the Small Business Administration and 
the Loan Policy Board. 

Senator Ciark. Are the members of the National Board of Con- 
sultants—and I think you said there were 50 of them—selected from 
these regional groups 4 

Mr. Ropeins. Well, I am not sure whether there is overlapping or 
not. But they do come from all over the country. 

Senator Ciark. But there is no sort of hierarchy by which they 
meet in a regional group and then send a representative to the 
National Board in Washington. 

Mr. Ropsrns. No, I think not. My understanding is that they do 
not. But their recommendations come directly and through the 
regional manager of the SBA. 

Senator Crark. You spoke of bank representation on the policy 
and advisory boards. Can you give us some idea of the extent of bank 
participation as opposed to small business. I realize a lot of banks 
are small business, but there is a little different philosophy between 
the banks and small-business men as to whether you should make a 
loan or not. I was wondering whether the advisory committee was 
unduly representative of the banking point of view. 

Mr. Roesrns. I do not have that breakdown. Mr. Barnes is ex- 
pected to testify aa before your committee, I understand, and he 

ean give you all the information of that kind. 

Senator CiarKx. Will you go ahead, please ? 

Mr. Rossrns. This method of obtaining such advice is in the opinion 
of the Treasury Department both proper and desirable. H. R. 7963, 
which has been favorably reported by the House Committee on Bank- 
ing and Currency, would substitute for the present Loan Policy Board 
a— 


National Small Business Advisory Board 
consisting of — 


the Administrator, as Chairman, Secretary of the Treasury, Secretary of Com- 
merce, and not less than two nor more than six other individuals appointed by 
the Administrator who are familiar with small business needs and problems, 
and are truly representative of small business interests. 


We do not believe that such a board could be effective in assisting the 
Administrator in the establishment of general policies in the public 
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interest or in the coordination of SBA activities within the Govern- 
ment. 

Senator Ciark. Mr. Robbins, if you will excuse an interruption 
there, I would like to see whether we are in accord on this. The real 
purpose, I would take it, of the House provision, would be to make 
the SBA Administrator completely independent, so far as decisions 
are concerned, from the Commerce and Treasury Departments, 
whereas continuation of the Loan Polic y Board makes him in a sense 
dependent on the joint policy determination of those two departments. 
So the philosophical public administration question which we have be- 
fore us is whether it is in the public interest to turn the SBA Adminis- 
trator loose with only advisory opinions, or whether we should con- 
tinue to have him pretty we 11 controlled by the joint policy determina- 
tion of Treasury and Commerce. I wonder if you would just give usa 
little of your thinking on that. 

Mr. Rogpins. Again, I will try to cover it in this statement, and I 
shall be more than glad to supplement it if this information is not 
enough. 

It seems appropriate to make a few comments about the present 
Loan Policy Board, its philosophy, its approach to SBA problems, 
what it does and how its decisions are reached. The Board concerns 
itself solely with carrying out the statutory functions of establishing 
general policies, particularly with reference to the public interest and 
with reference to the coordination of SBA functions with other activi- 
ties and policies of the Government. The Board does not supervise 
the administration of SBA nor take any part in its management or 
operations nor pass on any individual loan application. These func- 
tions are solely the responsibility of the Administrator. 

In its interpretation of the public interest, the Board seeks guidance 
from the legislative history of the Small Business Act and from the 
hearings and reports of this and other committees interested in small 
business. When the agency was established, the Board agreed on a 
loan policy statement which defined the areas within which financial 
assistance, in its judgment, would be and would not be in the public 
interest. That statement, as new developments have occurred and con- 
ditions have changed, has been revised from time to time, always in the 
direction of increased flexibility. It has proved to be, as is should 
be, a fluid document. 

In addition to the establishment of general policies in the public in- 
terest, the Board provides a liaison with the Departments of Treasury 
and Commerce and makes available to SBA the knowledge, experience 
and facilities of both departments and the benefit of studies and analy- 
ses of their technical staffs in the fiscal, economic and commercial 
fields. 

Senator CLtark. Could I go back just a moment and ask you whether 
so far as the establishment of general policies are concerned, they are 
represented by this statement, “which, as you point out, is constantly 
under revision. If we had that statement before us, would we have a 
pretty good understanding of the general policies which you speak of 
in your testimony and just what the Loan Policy Board does in that 


field? 
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(The Loan Policy Board statement, and amendments, follows :) 
SMALL BUSINESS ADMINISTRATION, LOAN POLICY BOARD 
LOAN PoLicy STATEMENT 
(Revised as of December 31, 1955) 
I. INTRODUCTION 


This General Policy Statement is established by the Loan Policy Board 
of the Small Business Administration pursuant to Section 204 (d) of Public 
Law 163, 83rd Congress (Small Business Act of 1953), as amended by Public 
Law 268, 84th Congress, Ist Session. It sets forth the principles and policies 
which will be followed by the Small Business Administration in the granting 
and denial of applications by small-business concerns for financial assistance. 
It is not intended that this General Policy Statement provide answers to all 
questions which may arise in connection with specific applications. This Gen- 
eral Policy Statement supersedes the Consolidated Loan Policy Statement 
dated August 16, 1954 (19 F. R. 5440). 


II. BUSINESS LOANS 


Basic Principles Governing the Granting and Denial of Applications for Fi- 
nancial Assistance. 

A. Applications for financial assistance may be considered only when there 
is evidence that the desired credit is not otherwise available on reasonable 
terms. The financial assistance applied for shall be deemed to be otherwise 
available on reasonable terms, unless it is satisfactorily demonstrated that— 

1. Proof of refusal of the required credit has been obtained from 

(a) the applicant’s bank of account, 

(b) if the amount of the loan applied for is in excess of the legal 
lending limit of the applicant’s bank or in excess of the amount that 
the bank normally lends to any one borrower, then a refusal from 
a correspondent bank or from any other lending institution whose lend- 
ing capacity is adequate to cover the loan applied for, und 

(c) not less than two banks in cities where the population ex- 
ceeds 200,000. 

Proof of refusal must contain the date, amount, and terms requested, 
and the reasons for not granting the desired credit. 

Bank refusals to advance credit should not be considered the full test of 
unavailability of credit and, where there is knowledge or reason to believe 
that credit is otherwise available on reasonable terms from sources other 
than such banks, the credit applied for cannot be granted notwithstanding 
the receipt of written refusals from such banks. 

2. The funds required do not appear to be obtainable on reasonable terms 
through the public offering or private placing of securities of the applicant. 

3. The funds required do not appear to be obtainable through the disposal 
at a fair price of assets not required by the applicant in the conduct 
of its existing business or not reasonably necessary to its potential healthy 
growth. 

4. The funds required do not appear to be obtainable without undue hard- 
ship, through utilization of the personal credit or resources of the owner, 
partners, management, or principal shareholders of the applicant. 

5. V-loan, or other applicable Government financing, is not available to the 
applicant. 

B. All loans made shall be of such sound value or so secured as reasonably to 
assure repayment. No such loan shall be made unless there exists reasonable 
assurance that it can and will be repaid pursuant to its terms. Reasonable 
assurance of repayment will exist only where the loan is of sound value, or is 
adequately secured in the judgment of the Small Business Administration. It 
will be deemed not to exist when the proposed loan is to accomplish an ex- 
pansion which is unwarranted in the light of the applicant’s past experience and 
management ability, or when the effect of making the loan is to subsidize in- 
ferior management. 

C. It is the policy to stimulate and encourage loans by banks and other lend- 
ing institutions. 
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1. An applicant for a loan must show that a participation by a bank or 
other lending institution is not available; no immediate participation may 
be purchased unless it is shown that a deferred participation is not avail- 
able. 

2. Agreements by the Small Business Administration to participate in 
any loan on a deferred basis shall not obligate the Administration to ad- 
vance in excess of 90 per cent of the balance of the loan. 

3. No agreement to participate shall establish any preferences in favor of 
the bank or other lending institution participating in the loan with the 
Small Business Administration. 

D. Financial assistance will not be granted by the Small Business Adminis- 


tration: 


1. If the direct or indirect purpose or result of granting such assistance 
would be to— 

(a) pay off a creditor or creditors of the applicant who are inade- 
quately secured or are in position to sustain a loss, or 

(b) provide funds for distribution or payment to the owner, part- 
ners, or shareholders of the applicant, or 

(c) replenish working capital funds theretofore used for either of such 
purposes ; 

2. If the direct or indirect purpose of the result thereof would be to 
effect a change in ownership of a business: 

3. If the financial assistance will provide or free funds for speculation 
in any kind of property, real or personal, tangible or intangible; 

4. If the applicant is an eleemosynary institution ; 

5. If the purpose of the loan is to finance the construction, acquisition, 
conversion or operation of facilities which are or will be used for recre- 
ational or amusement purposes; provided, however, that this subparagraph 
shall not prohibit financial assistance for such facilities when they are or 
will be incidental and appropriate to the business of the applicant : 

6. If the applicant is a newspaper, magazine, radio broadcasting com- 
pany or television broadcasting company or similar enterprise ; 

7. If any substantial portion of the gross income of the applicant (or 
of any of its principal owners) is derived from the sale of alcoholic beverages; 

8. If any part of the gross income of the applicant (or of any of its 
principal owners) is derived from gambling purposes : 

9. If the loan is to provide capital to an enterprise primary engaged in 
the business of lending or investment; 

10. If the effect of the granting of the financial assistance will be to en- 
courage monopoly or will be inconsistent with the accepted standards of 
the American system of free competitive enterprise, 


Ill TERMS AND CONDITIONS OF LOANS 


A. Maturities: The maturity of each loan shall be restricted to the minimum 


consistent with sound business practice. 
B. Charges and interest: 


1. Charges.—In deferred participation loans (those made by bank in 
which Small Business Administration has entered into an agreement with 
the bank to purchase thereafter a participating share in the loan), a par- 
ticipation charge shall be payable by the bank to Small Business Adiniinistra- 
tion for the latter’s agreement to purchase a share in the loan. The par- 
ticipation charges shall be on a sliding scale, depending upon the percentage 
of the loan which Small Business Administration is obligated to purchase. 
Such participation charges, which shall not be reimbursable by borrower, 
shall be as follows: 

(a) for an amount not in excess of 50 percent of the loan, 1 percent 
per annum on the portion of the loan which Small Business Administra- 
tion is obligated to purchase; 

(b) for an amount in excess of 50 percent of the loan, but not in ex- 
cess of 75 percent of the loan, 1% percent per annum on the portion of 
the loan which Small Business Administration is obligated to purchase; 
and 

(c) for an amount in excess of 75 percent of the loan but not in excess 
of 90 percent of the loan, 2 percent on the portion of the loan which 
Small Business Administration is obligated to purchase. 

2. Interest—(a) Deferred and Immediate Participation Loans: Except 
as provided in subparagraph 2c hereof, interest on all loans in which the 
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Small Business Administration participates with a bank or other lending 
institution, whether the participation is on a deferred or immediate basis, 
and whether in the first instance the bank or the Small Business Administra- 
tion makes the loan in which the other purchases an immediate participation, 
shall not exceed 6 percent per annum, fixed by the bank or other lending 
institution if not disapproved by the Small Business Administration. 

(b) Direct loans: Except as provided in subparagraph 2c hereof, interest 
on all direct loans which may be made by the Small Business Administration 
shall be at the rate of 6 percent per annum, ‘except as may be otherwise re- 
quired by reason of the provisions of the Servicemen’s Readjustment Act of 
1944, as amended. 

(c) Interest on construction loans which may be made or participated in 
by the Small Business Administration to group corporations shall be at the 
rate of 5 percent per annum. 


IV. LIMITED LOAN PARTICIPATION PLAN 


Limited participation loans are authorized for maturity of not more than 5 
years with a monthly repayment schedule including interest at the rate of not 
more than 6 percent per annum with the following limitations: 

A. The share of the Small Business Administration participation in any such 
loan shall not exceed $15,000 or 75 percent of the total amount of the loan which- 
ever is the smaller. 

B. The bank shall participate to a minimum of 25 percent of the total amount 
of the loan which participation shall be composed of new exposure by the bank, 
provided that there may be included in computing the participation percentage 
of the bank any short-term loans or long-term loans on which payments have 
been made according to the original schedule if the bank participates to the ex- 
tent of its present exposure and if, in the case of a short-term loan, it has been 
outstanding not more than 6 months. 

C. Emphasis shall be on the repayment ability of the borrower as determined 
from the record of past earnings. 

D. All such loans shull be secured; however, the participating bank shall be 
responsible for obtaining the pledge of collateral as well as determining the 
adequacy thereof. Security may include, but shall not be limited to, mortgage 
on real or personal property, assignment of accounts receivable or monies due 
on contracts, pledge of warehouse receipts, negative pledge agreements, and 
corporate guaranties or personal endorsements. 

E. Except as provided in this Section, all other provisions of this Loan Policy 
Statement shall apply to loans considered under the Limited Loan Participation 
Plan. 

V. DISASTER AND DROUGHT LOANS 


A. Disaster and drought loans will be considered on an individual basis in 
the light of circumstances of the applicant and of the particular flood, drought, 
or other catastrophe. Such loans will be made to relieve the distress and hard- 
ships attendant upon the disasters 

B. Interest on the Small Business Administration share of disaster and 
drought direct and participation loans shall be at the rate of 3 percent per 
annum. 

C. Agreements by the Small Business Administration to participate in dis- 
aster and drought loans on a deferred basis shall not obligate the Administra- 
tion to advance in excess of 90 per cent of the balance of the loan. 

1). In deferred participation loans to disaster or drought victims, the partici- 
pation charge payable by the bank to the Small Business Administration shall 
be 14 per cent per annum on that portion thereof which the Small Business 
Administration is obligated to purchase. 

Approved by the Loan Policy Board of the Small Business Administration : 

(Signed) Wendell B. Barnes, 

WENDELL B. BARNES, Chairman, 
Administrator, Small Business Administration. 
(Signed) Walter Williams, 

WALTER WILLIAMS, 

Acting Secretary of Commerce. 
(Signed) Laurence B. Robbins, 
LAURENCE B. Rossins, 

Assistant Secretary of the Treasury. 
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SMALL BUSINESS ADMINISTRATION, LOAN POLICY BOARD 
AMENDMENT No. 1 To LOAN PoLicy STATEMENT 
(December 31, 1955) 


The Loan Policy Statement of the Loan Policy Board of the Small Business 
Administration, dated December 31, 1955, is hereby amended as follows: 

Section V, Paragraph D, is amended by substituting the following provisions 
for and in lieu of the original language thereof : 

“In deferred participation loans to disaster or drought victims in which the 
interest rate on the Bank’s portion thereof is fixed at 3 per cent per annum, 
no participation charge shall be made on the portion of such loans which the 
Small Business Administration is obligated to purchase. In deferred participa- 
tion loans to such victims in which the interest rate on Bank’s portion of the 
loan exceeds 3 per cent per annum, Bank shall pay to Small Business Admin- 
istration a participation charge of 44 per cent per annum on that portion of the 
loan which the Small Business Administration is obligated to purchase, which 
charge shall not be reimbursable by Borrower.” 

Dated as of January 18, 1956. 

Wendell B. Barnes 
WENDELL B. Barnes, Chairman, 
Administrator, Small Business Administration. 
Frederick H. Mueller 
FREDERICK H. MUELLER, 
Assistant Secretary of Commerce for Domestic Affairs. 
Laurence B. Robbins 
LAURENCE B. Rogsins, 
Assistant Secretary of the Treasury. 


LOAN POLICY BOARD 


AMENDMENT No. 2 to LOAN POLICY STATEMENT 
(December 31, 1955) 


The Loan Policy Statement of the Loan Policy Board of the Small Business 
Administration, dated December 31, 1955, is hereby amended by deleting sub- 
paragraph 2 of Paragraph D of Section IV thereof and substituting for said 
subparagraph 2 the following: 

“2. If the purpose of the applicant in applying for such assistance is to effect 
a change in ownership of a business.” 

Dated as of February 20, 1956. 

Wendell B. Barnes 
WENDELL B. BARNES, Chairman, 
Administrator, Small Business Administration. 
Frederick H. Mueller 
FREDERICK H, MUELLER, 
Assistant Secretary of Commerce for Domestic Affairs. 
Laurence B. Robbins 
LAURENCE B. Rorptns, 
issistant Secretary of the Treasury. 


LOAN POLICY BOARD 
AMENDMENT No. 3 to LOAN PoLicy STATEMENT 
(December 31, 1955) 


The Loan Policy Statement of the Loan Policy Board of the Small Business 
Administration, dated December 31, 1955, is hereby amended by deleting in its 
entirety paragraph B of Section V and substituting for said paragraph B the 
following: 

“B. Interest on the Small Business Administration share of disaster and 
drought direct and participation loans shall be at the rate of 3 percent per 
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annum, except that where a disaster loan is made for the acquisition or con- 
struction (including acquisition of site therefor) of housing for the personal 
occupancy of the Borrower, the interest rate on both Small Business Admin- 
istration’s share and bank’s share of such loan shall be at the rate of 3 percent 
per annum.” 
Dated as of February 20, 1956. 
Wendell B. Barnes 
WENDELL B. Barnes, Chairman, 
Administrator, Small Business Administration. 
Frederick H. Mueller 
FREDERICK H, MUELLER, 
Assistant Secretary of Commerce for Domestic Affairs. 
Laurence B. Robbins 
LAURENCE B, Ropsins, 
Assistant Secretary of the Treasury. 


SMALL BUSINESS ADMINISTRATION LOAN POLICY BOARD 


LOAN PoLicy STATEMENT 


~* 


(Revised as of November 16, 1953) 


I, INTRODUCTION 


This General Policy Statement is established by the Loan Policy Board of 
the Small Business Administration pursuant to Section 204 (d) of Public Law 
163, 83d Congress (Small Business Act of 1953). It sets forth the principles 
and policies which will be followed by the Small Business Administration in the 
granting and denial of applications by small-business concerns for financial 
assistance. It is not intended that this General Policy Statement provide 
answers to all questions which may arise in connection with specific appli- 
eations. 

Il. AUTHORITY AND PURPOSES 


Under Section 207 of the Small Business Act of 1953 the Small Business 
Administration is empowered, among other things, 

“(a) to make loans to enable small-business concerns to finance plant 
construction, conversion, or expansion, including the acquisition of land; 
or to finance the acquisition of equipment, facilities, machinery, supplies, 
or materials; or to supply such concerns with working capital to be used in 
the manufacture of articles, equipment, supplies, or materials for war, 
defense, or essential civilian production or as may be necessary to insure 
a well-balanced national economy; * * * 

“(b) to make such loans as the Administration may determine to be 
necessary or appropriate because of flood or other catastrophes * * *” 

All financial assistance granted by the Small Business Administration must 
be for one or more of the purposes set forth above. 


Ill. DEFINITION OF A SMALL BUSINESS 


Section 203 of the Small Business Act of 1953 provides that a small-business 
concern shall be deemed to be one that is independently owned and operated 
and which is not dominant in its field of operation. In addition to the fore- 
going criteria, the Small Business Administration, in determining whether a 
given firm is a “small-business concern” (pursuant to Section 212 (c) of the 
Act), may also use the number of employees and the dollar volume of business 
of the firm. 


IV. BASIC PRINCIPLES GOVERNING THE GRANTING AND DENIAL OF APPLICATIONS FOR 
FINANCIAL ASSISTANCE 


A. Applications for financial assistance may be considered only when there 
is evidence that the desired credit is not otherwise available on reasonable 
terms. The financial assistance applied for shall be deemed to be otherwise 
available on reasonable terms unless it is satisfactorily demonstrated that 

1. Proof of refusal of the required credit has been obtained from: (a) 
the applicant’s bank of account, and (b) if the amount of the loan applied 
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for is in excess of the legal lending limit of the applicant’s bank or in excess 
of the amount that the bank normally lends to any one borrower, then a 
refusal from a correspondent bank, or from any other lending institution 
whose lending capacity is adequate to cover the loan applied for. 
2. The funds required do not appear to be obtainable from other known 
sources of capital serving or operating in the business community concerned, 
3. The funds required do not appear to be obtainable on reasonable terms 
through the publie offering or private placing of securities of the applicant. 
4. The funds required do not appear to be obtainable through the disposal 
at a fair price of assets not required by the applicant in the conduct of its 
existing business or not reasonably necessary to its potential healthy growth, 
5. The funds required do not appear to be obtainable without undue hard- 
ship, through utilization of the personal credit and/or resources of the 
owner, partners, Management or principal shareholders of the applicant. 
6. V-loan, or other applicable Government financing, is not available to 
the applicant. 


B. All loans made shall be of such sound value or so secured as reasonably to 
assure repayment.—No loan shall be made unless there exists reasonable assur- 
ance that it can and will be repaid pursuant to its terms. Reasonable assurance 
of repayment will exist only where the loan is of sound value, or is adequately 
secured in the judgment of the Small Business Administration. It will be deemed 
not to exist in all cases where the proposed loan is to accomplish expansion 
which is unwarranted in the light of the applicant’s past experience and manage- 
ment ability, or where the effect of making the loan is to subsidize inferior 
management. 


( 


’. It is the policy to stimulate and encourage loans by banks and other lending 


institutions. 


I 


1. An applicant for a loan must show that a participation by a bank or 
other lending institution is not available; no immediate participation may 
be purchased unless it is shown that a deferred participation is not available, 

2. An agreement by the Small Business Administration to participate in 
any loan shall not require the Small Business Administration to advance in 
excess of ninety percent (90%) of the amount of the loans. In the case of 
agreements to participate on a deferred basis, the Small Business Admin- 
istration shall not be obligated to advance in excess of ninety percent (90%) 
of the amount of the loan outstanding at the time of the advance. 

3. No agreement to participate shall establish any preferences in favor 
of the bank or other lending institution participating in the loan with the 
Small Business Administration. 

». Financial assistance will not be granted by the Small Business 


Administration : 


1. If the direct or indirect purpose or result of granting such assistance 
would be to (a) pay off a creditor or creditors of the applicant who are 
inadequately secured or are in position to sustain a loss, or (b) provide 
funds for distribution or payment to the owner, partners, or shareholders 
of the applicant or (c) replenish working capital funds theretofore used for 
either of such purposes ; 

2. If the purpose of the applicant in applying for such assistance is to 
effect a change in ownership of a business; or if the direct or indirect pur- 
pose or result thereof is primarily to refinance indebtedness due to a Gov- 
ernment instrumentality ; 

3. If the financial assistance will provide or free funds for speculation in 
any kind of property, real or personal, tangible or intangible; 

4. If the applicant is an eleemosynary institution ; 

5. If the purpose of the loan is to finance recreational or amusement 
facilities ; 

6. If the applicant is a newspaper, magazine, radio broadcasting or tele- 
vision broadcasting company or similar enterprise: 

7. If any substantial portion of the gross income of the applicant (or of 
any of its principal owners) is derived from the sale of alcoholic beverages; 

S. If any part of the gross income of the applicant (or of any of its prin 
cipal owners) is derived from gambling purposes ; 

9. If the loan is to provide capital to an enterprise primarily engaged in 
the business of lending or investment. 

10. If the effect of the granting of the financial assistance will be to 
encourage monopoly or will be inconsistent with the accepted standards of 
the American system of free competitive enterprise. 
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Vv. TERMS AND CONDITIONS OF LOANS TO SMALL BUSINESS CONCERNS UNDER. SECTION 
207 (a) OF THE SMALL BUSINESS ACT 


A. Amount: No loan shall be made if the total amount outstanding and com- 
mitted (by participation or otherwise) by the Small Business Administration 
to the borrower would exceed $150,000. 

B. Maturities : No loan, including renewals or extensions thereof, may be made 
for a period or periods exceeding ten years, except that any loan made for the 
purpose of constructing industrial facilities may have a maturity of ten years 
plus such estimated additional period as may be required to complete such con- 
struction. It shall be the policy, however, to restrict the maturity of each loan 
to such minimum as is inconsistent with sound business practice. 

C. Charges and Interest : 

1. Charges.—In deferred participation loans (those made by a bank in 
which Small Business Administration has entered into an agreement with 
the bank to purchase thereafter a participating share in the loan), a par- 
ticipation charge shall be payable by the bank to Small Business Adminis- 
tration for the latter’s agreement to purchase a share in the loan. The 
participation charges shall be on a sliding scale, depending upon the per- 
centage of the loan which Small Business Administration is obligated to 
purchase. Such charges shall be as follows: 

For a loan in which Smal! Business Administration is obligated to pur- 
chase 

(i) an amount not in excess of fifty percent (50%) of the loan, the 
participation charge shall be one percent (1%) per annum on the por- 
tion of the loan which Small Business Administration is obligated to 
purchase; 

(ii) an amount in excess of fifty percent (50%) of the loan, but not 
in excess of seventy-five percent (75%) of the loan, the participation 
charge shall be one and a half percent (144%) per annum on the por- 
tion of the loan which Small Business Administration is obligated to 
purchase; and 

(iii) an amount in excess of seventy-five percent (75%) of the loan 
but not in excess of ninety percent (90%) of the loan, the participation 
charge shall be two percent (2%) on the portion of the loan which 
Small Business Administration is obligated to purchase. 

Small Business Administration is prohibited by law from agreeing to pur- 
chase more than ninety percent (90%) of the loan. 

2. Interest.—(a) Deferred and Immediate Participation Loans: In all 
loans in which the Small Business Administration participates with a bank 
or other lending institution, whether the participation is on a deferred or 
immediate basis, and whether in the first instance the bank or the Small 
Business Administration makes the loan in which the other purchases an 
immediate participation, the rate of interest may be fixed by the bank or 
other lending institution, provided that the interest rate shall not be less 
than five percent (5%) per annum on the portion of the loan which the 
Small Business Administration is obligated to purchase or, in the ease of 
an immediate participation loan, on the Small Business Administration’s 
share in the loan. 

(b) Direet Loans: Interest on all direct loans which may be made by the 
Small Business Administration shall be at the rate of six percent (6%) per 
annum. 


VI. DISASTER LOANS UNDER SECTION 207 (b) OF THE SMALL BUSINESS AC 


Disaster loans will be considered on an individual basis in the light of the 
circumstances of the particular flood or other catastrophe. Such loans will be 
made to relieve the distress and hardships attendant upon the disasters. Ac- 
cordingly, such loans will not be required to meet standards which would other- 
wise be applicable. 

Interest on disaster loans for the purpose of the acquisition, construction or 
restoring of homes or personal effects shall be at the rate of three percent (3%) 
per annum ; and interest on disaster loans for the purpose of the acquisition, con- 
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struction or restoring of business facilities and inventories shall be at the rate 
of five percent (5%) per annum. 
Approved by the Loan Policy Board of the Small Business Administration : 
WENDELL B. BARNES, 
Acting Administrator, Small Business Administration. 
GrorcGeE M. HUMPHREY, 
Secretary of the Treasury. 
SINCLAIR WEEKS, 
Secretary of Commerce. 





SMALL BUSINESS ADMINISTRATION LOAN POLICY BOARD 
LOAN PoLicy STATEMENT 
(September 16, 1953) 
I. INTRODUCTION 


This General Policy Statement is established by the Loan Policy Board of the 
Small Business Administration pursuant to Section 204 (d) of Public Law 163, 
83rd Congress (Small Business Act of 1953). It sets forth the principles and 
policies which will be followed by the Small Business Administration in the 
granting and denial of applications by small-business concerns for financial assist- 
ance. It is not intended that this General Policy Statement provide answers to 
all questions which may arise in connection with specific applications. 


If. AUTHORITY AND PURPOSES 


Under Section 207 of the Small Business Act of 1953 the Small Business Admin- 
istration is empowered, among other things, 

““(a) to make loans to enable small-business concerns to finance plant con- 
struction, conversion, or expansion, including the acquisition of land; or 
to finance the acquisition of equipment, facilities, machinery, supplies, or 
materials; or to supply such concerns with working capital to be used in the 
manufacture of articles, equipment, supplies, or materials for war, defense, 
or essential civilian production or as may be necessary to insure a well- 
balanced national economy; * * * 

““(b) to make such loans as the Administration may determine to be neces- 
sary or appropriate because of floods or other catastrophes * * *” 

All financial assistance granted by the Small Business Administration must be 
for one or more of the purposes set forth above. 


III. DEFINITION OF A SMALL BUSINESS 


Section 203 of the Small Business Act of 1953 provides that a small-business 
concern shall be deemed to be one that is independently owned and operated and 
which is not dominant in its field of operation. In addition to the foregoing 
criteria, the Small Business Administration, in determining whether a given firm 
is a “small-business concern” (pursuant to Section 212 (c) of the Act), may also 
use the number of employees and the dollar volume of business of the firm. 


IV. BASIC PRINCIPLES GOVERNING THE GRANTING AND DENIAL OF APPLICATIONS FOR 
FINANCIAL ASSISTANCE 


A. The Small Business Administration will give preference to granting finan- 
cial assistance which will assist, expedite, increase or maintain the production 
necessary to meet military, defense, or essential civilian requirements. 

Ry If the financial assistance applied for is otherwise available on reasonable 
terms, the application will be denied. The financial assistance applied for shall 
be deemed to be otherwise available on reasonable terms unless it is satisfactorily 
demonstrated that: 

1. Proof of refusal of the required credit has been obtained from: (a) the 
applicant’s bank of account, and (b) a competing bank in the same area, and 
(c) if the amount of the loan applied for is in excess of the legal lending 
limit of the applicant’s bank or in excess of the amount that the bank nor- 
mally lends to any one borrower, then a refusal from a corresponding bank, or 
from any other lending institution whose lending capacity is adequate to 
cover the loan applied for. 
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2. The funds required do not appear to be obtainable from other known 
sources of capital serving or operating in the business community concerned. 

3. The funds required do not appear to be obtainable on reasonable terms 
through the public offering or private placing of securities of the applicant. 
4. The funds required do not appear to be obtainable through the disposal 
at a fair price of assets not required by the applicant in the conduct of 
its existing business or not reasonably necessary to its potential healthy 
growth. 

5. The funds required do not appear to be obtainable without undue hard- 
ship, through utilization of the personal credit and/or resources of the 
owner, partners, management or principal shareholders of the applicant. 

6. V-loan, or other applicable Government financing, is not available to 
the applicant. 

C. All loans made shall be of such sound value or so secured as reasonably to 
assure repayment. No loan shall be made unless there exists reasonable assur- 
ance that it can and will be repaid pursuant to its terms. Reasonable assurance 
of repayment will exist only where the loan is of sound value, or is adequately 
secured in the judgment of the Small Business Administration. It will be 
deemed not to exist in all cases where the proposed loan is to accomplish an 
expansion which is unwarranted in the light of the applicant’s past experience 
and management ability, or where the effect of making the loan is to subsidize 
inferior management. 

D. It is the policy to stimulate and encourage loans by banks and other lending 
institutions. 

1. No loan shall be made unless it is shown that a participation by a 
bank or other lending institution is not available ; no immediate participation 
may be purchased unless it is shown that a deferred participation is not 
available. 

2. No agreement by the Small Business Administration to participate in 
any loan shall require the Small Business Administration to advance in 
excess of ninety percent (90%) of the amount of the loan. In the case of 
agreements to participate on a deferred basis, the Small Business Adminis- 
tration shall not be obligated to advance in excess of ninety percent (90%) 
of the amount of the loan outstanding at the time of the advance. 

3. No agreement to participate shall establish any preferences in favor of 
the bank or other lending institution participating in the loan with the 
Small Business Administration. 

4. In connection with deferred participation loans, the participating in- 
stitution will be required to pay a participation charge in such amount as 
shall be deemed reasonable and practicable by the Small Business Adminis- 
tration. 

E. Financial assistance will not be granted by the Small Business Adminis- 
tration: 

1. If the direct or indirect purpose of result of granting such assistance 
would be to (a) pay off a creditor or creditors of the applicant who are 
inadequately secured or are in position to sustain a loss, or (b) provide 
funds for dlistribution or payment to the owner, partners, or shareholders 
of the applicant or (c) replenish working capital funds theretofore used 
for either of such purposes ; 

2. If the purpose of the applicant is applying for such assistance is to ef- 

fect a change in ownership of a business ; 

3. If the financial assistance will provide or free funds for speculation in 
any kind of property, real or personal, tangible or intangible: 

4. If the applicant is an eleomosynary institution ; 

5. If the purpose of the loan is to finance recreational or amusement 
facilities ; 

6. If the applicant is a newspaper, magazine, radio broadcasting or tele- 
vision broadcasting company or similar enterprise; 

7. If any substantial portion of the gross income of the applicant (or 
of any of its principal owners) is derived from the sale of alcoholic 
beverages; 

8. If any part of the gross income of the applicant (or of any of its 
principal owners) is derived from gambling or from the rental of premises 
for gambling purposes ; 

9. If the loan is to provide capital to an enterprise primarily engaged 
in the business of lending or investment. 
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0. If the effect of the granting of the financial assistance will be t 
encourage monopoly or will be inconsistent with the accepted standards of 
the American System of free competitive enterprise. 


Vv. TERMS AND CONDITIONS OF LOANS TO SMALL BUSINESS CONCERNS UNDER SECTION 
207 (A) OF THE SMALL BUSINESS ACI! 


A. Amount: No loan shall be made if the total amount outstanding and com- 
mitted (by participation or otherwise) by the Small Business Administration 
to the borrower would exceed $150,000. 

B. Maturities: No loan, including renewals or extensions thereof, may be 
made for a period or periods exceeding ten years, except that any loan made 
for the purpose of constructing industrial facilities may have a maturity of ten 
years plus such estimated additional period as may be required to complete such 
construction. It shall be the policy, however, to restrict the maturity of each 
loan to such minimum as is consistent with sound business practice. 

C. Interest: Interest on all direct loans will be charged ut rates that are 
appropriate taking into account all the circumstances. Interest on participa- 
tion loans shall be at a rate not in excess of the legal rate of interest per- 
missible under applicable State law, but the rate to be charged shall in each 
instance be subject to approval by the Small Business Administration as to the 
portion in which it participates. 


VI. DISASTER LOANS UNDER SECTION 207 (b) OF THE SMALL BUSINESS AC' 


Disaster loans will be considered on an individual basis in the light of the 
circumstances of the particular flood or other catastrophe. Such loans will be 
made to relieve the distress and hardships attendant upon the disasters. A¢ 
cordingly, such loans will not be required to meet standards which would 
otherwise be applicable. 

Approved by the Loan Policy Board of the Small Business Administration : 

WILLIAM PD. MITCHELL, 
Chairman, Administrator, Small Business Administration 
GEORGE M. HuMPTIREY, 
Secretary of the Treasuru 
SINCLAIR WEEKS, 
Secretaru of Commer 

Mr. Rogsrns. Yes, sir; I think you would, as far as it is possible t 
spell out polici ies in any definition, or statement, on paper. 

Senator Crark. This is the thing that interests me. I used to be 
an administrator myself some time ago. The thing th: interests mx 
is that having laid down these general policies, you still feel it desir 
able to meet every month to keep them up to date. As you know very 
well from our own experienc e, sir, it is awfully easy for a policy t< 
slop over into operations. I am wondering to what extent, if at all, 
you are doing that. 

Mr. Rosesrns The next page, I think, will help to answer your ques 
tion. 

Senator Crark. Good. 

Mr. Rogssins. Proposals to abolish the Board have been based on 
the assumption, without any evidence of its validity, that by reason of 
its composition the policies, operations, and even administrative deter 
minations of SBA are dominated and controlled by the Departments 
of the Treasury and Commerce. 

Mr. Barnes has testified repeatedly that this is not the case, and that 
on the contrary he has found the Board to be of immeasurable assist 
ance, 

Policy and other questions do not come to the Board to be dete: 
mined forthwith by a vote resulting, as some would have it, in a two 
to-one ruling against the Administrator. The Board actu: ally func 
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tions in the same way as a typical board of directors. When develop- 
ments have suggested the desirability of a reexamination of certam 


established policies, or when the application of policies to certain types 
of business 1s not clear, or when the element of public interest seems to 


require further interpret ation, such matters are brought to the Board 
for discussion. Each question is fully explored. Sometimes the 
Board feels that further study is needed and that a staff analysis and 
report would be helpful. In such a case, staff members of Treasury 
and Commerce may be asked to assist. In any event, full discussion 
of all the factors involved, bringing to bear on the problem the judg- 
ment and experience of all the members, has always, to date, resulted 
jn a unanimous agreement. Board meetings last long enough to give 
full consideration to the matters under discussion, and there are fre- 

quent conversations and consultations between scheduled meetings. 

Senator CiarKk. I wonder if there would be any objection to letting 
us see a few of the minutes of your meetings. 

Mr. Rorsrns. I think, Mr. Chairman, those minutes have been fur- 
nished to other congressional committees, and I would rather have 
Mr. Barnes answer that question. 

Senator Crark. Yes. But so far as you know, there would not be 
any objection to letting this committee see them. All right, you may 
continue. 

Mr. Ronsins. To impose upon the Administrator the sole respon- 
sibility for policy decisions, as well as administrative direction of the 
agency, without the assistance of other responsible Government. of- 
ficials to share that responsibility, would ask more than should be 
expected of one individual. 

Senator Cirark. That statement puts President Eisenhower out of 
business, does it not? 

Mr. Roserns. I wouldn’t feel that it did, Mr. Chairman. 

Senator Cirark. What board of directors doth the Administrator 
have which controls his activities ? 

Senator Carpenart. The Congress of the United States. 

Senator Ciark. Let me file a dissenting statement on that. 

Senator Carenarr. You cannot, because it is true. 

Senator CrarKk. I could not agree less. 

Senator Carenart. That, and public opinion. 

Senator Crark. I would think that if President Eisenhower could 
struggle along without a Loan Policy Board, perhaps Mr. Barnes 
could, too. 

Mr. Rorsrns. Well, Senator, it seems to me, without meaning to 
get into a debate about it, that the administration of an agency of this 
nature. an agency within the Government, is quite a different thing 
from the overall responsibilities of the President of the United States, 

Senator Ciark. I would suggest that public administration is quite 
a different thing from private corporate administration, which, as you 
say, is run by a board of directors with elected officers. So let’s not 
argue about it. We just do not happen to agree. 

Senator Carenart. I may say this. The SBA gets its money 
through an act of Congress, of course, but it gets it directly from 
the Treasury. I just cannot make up my mind ‘that the Treasury of 
the United States, or the Department of Commerce, which, of course, 
handles the business end of our Government, ought not to sit in and 
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coordinate these SBA activities as well as all other activities. They 
do likewise with the Export-Import Bank. The Treasury Depart- 
ment names our representative to the International Bank. We have 
the National Advisory Council on International Monetary and 
Financial Problems, of course, set up with the Secre ‘tary of the Treas- 
ury, the Secretary of State, and others to sit as the overall policy in- 
strument on all foreign international loans. 

Senator Cirark. Which of course the President can overrule any 
time he wants to. I do not have the slightest objection to the kind 
of coordination you suggest. I am just wondering if it should be 
mandatory. 

Senator Carenarr. The President can overrule, 1 think, anybody 
he : appoints, if he wants to. But public opinion a catch up with 


him sooner or later if he started doing too much of But I think 
running he Government in many respects is the same as running a 
business. You have to coordinate the whole thing, just as you do in 


running a business. Of course, the reason | so stron gly that the 
Small Business Administration ought to have its life extended for at 
least 5 years and continue as it is because it has been so successful. I 
think this Board has done an excellent job. I do not believe anybody 
can find any eritcism of the Board. We have had no testimony to 
that effect. I have been looking for it. I have been watching it very 
carefully. 

Mr. Rossins. It will be remembered that when the Board of Diree- 
tors of the RFC was discontinued and an Admiimstrator was ap- 
pointed, a Loan Policy Board was created with essentially the same 
membership and the same functions as the present SBA Board. We 
believe the concept was sound at that time and is still sound. We 
have yet to learn of any instance in which the Board is charged with 
having made any decision contrary to the public interest 

The present 6-percent ceiling on the interest rate should be 
retained. In view of present economic conditions and the nature of 
the lending program authorized under the Small Business Act, a 
ceiling lower than 6 percent would be unrealistic and undesirable. 
SBA loans are not prime credits, they are usually for longer terms 
than those made by banks, and they require more extensive documen 
tation. For reasons such as these, loans of the type made under the 
Small Business Act would normally be in the higher range of interest 
rates charged by banks and the imposition of a 5-percent ceiling 
would tend to draw business away from private institutions into a 
tax-supported agency. It would be likely to almost destroy deferred 
participations because with such a ceiling a bank’s gross return after 
deducting the participation fee would be only 4 percent on a Govern- 
ment partic ipation of less than 50 percent and only 3 percent ona 
Government participation of more than 75 percent. Under existing 
conditions, no bank would find it attractive to put its funds to work 
at such rates and take on the work of servicing a loan even with a 

eall on the Government for its agreed percentage of the loan. Any 
participations with such a ceiling would almost certainly be direct 
participations involving disbursement of Government funds and 
servicing of the loan by the SBA organization. This would mean 
using more Government money and increase the burden on the tax- 
payer. 
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Senator Ciark. Of course, there would not be any sound reason, 
would there, why the rate on the SBA portion of the loan should not 
be lower than the rate on the bank portion ? 

Mr. Rogprns. There is no convincing reason that it should not be. 
But I should like to make one point in this connection. The Small 
Business Administration has made every effort, first to get bank par- 
ticipations in the loans that it is necessary for them to make, and 
second, after the loans are made, to get banks to take the loans over 
completely, and let the Government out. Now, if the rate on the 
Government part of the loan is too low, the banks are not going to be 
much interested in taking them out. 

Moreover, in view of the fact that loans made under the Small Busi- 
ness Act are of the type which are unusually expensive to service and 
administer, a ceiling of 5 percent would in all probability not be suffi- 
cient—and I might amend that to say in all certainty would not be 
suflicient—to cover the cost of making and servicing the loans and to 
this extent not only would involve an additional subsidy, but would 

also constitute a departure from the principle that insofar as pos- 
sible the lending program should be self-sustaining. 

Senator CLark. We have a number of other instances in the Gov- 
ernment where interest rates have been lower, particularly in the 
housing field, and where nevertheless we have had no complaint that 
the agency was not able to make a fair return on the difference be- 
tween the interest paid by the borrower and the interest which the 
agency had to pay the Treasury. I am thinking particularly of FHA 
and VA and college housing. ‘There are a host of those situations 
where the interest is lower, and yet the agency seemed to be able to 
meet its expenses. 

Mr. Rospins. Well, 1 cannot comment on the profit and loss state- 
ment of these different agencies that you speak of. But I think the 
servicing of a business loan, a loan of the type that the Small Business 
Administration handles, requires a great deal more attention, work, 
records, expense, everything else, than loans of the type that you have 
mentioned. 

Senator CLark. Lam sure it does. But after all, the spread is pretty 
great even today between the 6 percent rate and what the Treasury 
pays for money. 

Mr. Rosprns. I think the figures will show—and again I do not 
like to speak for the administration of SBA—that the business loans 
of SBA do not pay for themselves, even at present rates. 

Senator Ciark. I am interested in your argument, which I think is 
a perfectly sound and logical one. Those of you who believe up there 
that this tight-money policy is essential to the soundness of the 
economy would naturally have to take this position. But it occurred 
to me maybe it was not a very sound argument to say you need this 
high interest. rate to prevent the SBA from losing money. 

Mr. Rossins. That is only a supplemental argument, Mr. Chair- 
man. I am basing my statement mainly on the fact that if you are 
attempting to fix rates that are compar: able to rates charged by pri- 
vate institutions, under present conditions a 6-percent rate is much 
more realistic than a 5-percent rate. 

Senator CiarK. In effect are you not saying, Mr. Robbins, and I do 
not. quarrel with you, but I disagree with you—in effect are you not 
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saying that you do not want this administration to break the line of 
tight money by giving a lower rate of interest to SBA than can be 
achieved through the bank ? 

Mr. Roserys. I am : saying primarily that I do not want the Gov- 
ernment to be in competition with private institutions on a lower 

rate basis. 

Senator Capeuart. And I say “Amen” to that. 

Senator Ciark. I am sure you do. 

Mr. Rossrys. In this connection, we urge that the reference to “the 
rate prevailing in the area where the money is to be used” in the 
present statute should be deleted since as a practical matter it is dif- 
ficult, if not impossible, to determine the prevailing rate for business 
loans of this type. The rates of interest charged by banks vary within 
certain limits depending upon the circumstances of each individual 
case. For example, they depend upon the financial condition of a 
borrower, the quality of his management, his earning record, his 
working-capital position, the liquidity of his assets, the term of the 
loan, the amount of servicing that the loan will require, the balances 
he carries, and the total value of the relationship. They are also 
influenced by competition with other lending institutions. 

Senator Crark. There are a number of States in the country—are 
there not !—where 7, 8, and even 10 percent interest is entire ly legal. 

Mr. Rossrns. Yes, sir. 

Senator CiarKk. Would you advocate the SBA go up to that level 
in order to prevent competition with the banks? 

Mr. Rossins. No, sir. We have no objection to the ceiling that is 
in the present act, the ceiling of 6 percent. 

Senator Crark. You are satisfied with 6 percent. 

Mr. Rosetns. We have no objection to it. 

Senator CrarK. Don’t you think that is a little illogical? I mean, 
doesn’t your basic premise require you to say you want to meet the 
market, and, if the market is 10 percent, you ought to go up to 10 
percent—otherwise you are competing with the local banks? 

Mr. Ropeins. Well, in the administration of the RFC it has been 
pretty well demonstrated that it is difficult, it creates a great many 
problems, if a Government lending agency makes different rates apply 
in different sections of the country. The RFC at one time, in the 
thirties, when interest rates were very much lower than they are now, 
generally, made its loans at 4 perce nt. Later, in the forties sometime 
that rate was increased to 5 percent. But it was a uniform rate, 
because of the difficulty of differentiating between different parts of 
the country. 

Senator Crark. I can understand your argument on the basis of 
administrative efficiency in support of a uniform rate. But I am 
wondering what is magic about 6 percent. 

Mr. Rossrns. I don’t think there is anything magic about 6 per- 
cent. I would personally feel that it might be better to have no limit 
at all. But if there has to be a limit, it ought to be higher than 5 
pere ent. 

Senator Carenart. May I ask this question. The 6 percent is, on an 
average, the general going rate for commercial loans, generally speak- 
ing, in the UT nited Si ates: isn’t that correct—the type of loans that 
SBA makes? 
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Mr. Ropsins. It is a rate that cert: aunty is reasonably comparable to 
rates charged by banks on this type of loan, if you can classify that 
type of loan. 

Senator Caprenarr. Generally speaking throughout the country. 

Senator Crark. The fact of the matter is, Mr. Robbins, that the 
6-percent rate is one that, from the Atlantic seaboard to the Middle 


‘West, we have grown up to believe is the highest amount we can 


charge without violating the usury statute. But when we get into the 
Southwest and South and some of those places—I know from personal 
experience that the rate out in Jac kson, Wyo., is 10 percent. And 
that is just as much the regular rate out there as 6 percent is back 
here with us. It is as much as the local legislature allows the banks 
to charge. 

Mr. Rogprns. In Illinois, the usury rate, or the maximum rate is 7 
percent. I would think that that was more prevalent east of the 
Mississippi. 

The Treasury Department feels that these principles are essential 
to a sound and adequate program of financial assistance to small busi- 
ness, and to assure that such a program will operate in the public in 
terest. They are incorporated in S. 1789, and we urge that the Con- 
gress give f; avorable consideration to that bill in preference to other 
bills which would extend the Sm all Business Act. Since Mr. Barnes 
has covered the provisions of S. 1789 fully in his testimony, I shall 
not take the committee's time to go into further detail. 

The bills pending before the committee contain four of her proposals 
with respect to which the Treasury Department would like to com 
ment. ‘T'wo of these proposals are found in one bill, S. 1762, which 
would increase from $250,000 to $500,000 the maximum amount which 
SBA could have outstanding to any one borrower and would also 
establish a program of insurance of loans to small business. The third 
proposal is found in S. 2160 which would authorize the creation of 
national investment companies for the purpose of making capital 
more readily available for financing small business. The fourth pro 
posal, SS: 9185, woul | authorize SBA to make loans to loeal, private, 
nonprofit organizations formed to assist and develop the economy of 
the area. 

I gather from Senator Humphrey's testimony that he would expand 
that beyond the local private nonprofit organizations to ine Jude the 
State development corporations. 

The Treasury Department appreciates fully the interest in the 
welfare of small business whic h prompts these proposals, but dees not 
feel that they would be successful in accomplishing the desired 
purposes. 

When the Small Business Act was first under consideration by 
congressional committees the proposed lending limit was $100,000. 
When the act was passed, it was fixed at $150,000, and this figure was 
later increased to $250,000. Mar. Barnes has testified that after almost 
4 years experience there is no apparent need for loans in — of 
$250,000. He has stated that the average SBA loan is under $50,000. 
and that the present limit is adequate to render financial assistance 
to concerns that can truly be classified as small. He recommends re- 
tention of the present limit and the Treasury Department strongly 
supports his recommendation. 
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Senator CLarx. Of course, there again, the question is what can 
truly be classified as small. And that is a judgment decision. 

Mr. Roserns. It is a definition that has caused everybody a great 
deal of trouble. 

Senator CLark. Yes. There is a good deal of thought—and I take 
it you do not share it—that there are a good many businesses in the 
country which are larger than the present definition of small business 
would encompass, but ‘still too small to get the kind of financial assist- 
ance which is available to those who can go to the stock exchange and 
the larger banks for their money. I take it you would not share that 
view. I donot want to put words in your mouth. 

Mr. Rosprns. Senator, I would not share it. And I do not think 
Mr. Barnes, who has had more firsthand experience with the problems 
of small business, as presented or reflected by their applications for 
loans, shares it. 

Senator CLark. Yes, he has made his position very clear. 

Mr. Rossrns. The Treasury does not recommend the insurance pro 
gram proposed under title Il of S. 1762 for the reasons given by Mr. 
Barnes in his testimony on June 13, and for other reasons. We do 
not believe that a business loan is a properly insurable risk. It is 
impossible, in our opinion, to estab lish satisfactory criteria for the 
eligibility of such loans. E ligibility cannot be related, for example, 
simply to such things as a percentage of the cost or appraised value 
of fixed property, because each business loan has many factors which 
must be weighed carefully in reaching a conside a judgment as to 
its soundness and prospects of repayment. We believe that the de- 
ferred participation program of SBA is a much more satisfactory 
way for the Government to share the risk of a lending institution, 
because it serves the same general purpose as insurance and also gives 
the Government an opportunity to appraise the risk in each case. 

Senator Ciark. Mr. Robbins, how would you distinguish between 
the insurance of mortgages by FHA and the insurance of business 
loans by SBA? Why is it sound to insure a mortgage and not sound 
to insure a business loan ? 

Mr. Ropsrns. In the case of mortgages, the criteria are very much 
more simple to establish. You can relate a mortgage to the appraised 
value of the property and say the mortgage must not exceed a certain 
percentage of that value. And you can perhaps add a few other 
specifications. But it is a relatively simple operation. When you are 
insuring a business loan, you have to consider all the things that I 
mentioned in discussing the question of rates. 

Senator Crark. You do not think that a profit-and-loss statement 
and the balance sheet give you anything like the same assurance as to 
the soundness of your loan that a mortage does? 

Mr. Rozerns. No, sir; I do not. 

Senator CLark. Nevertheless there are an awful lot of commercial 
banks making those kinds of loan, and that is what keeps the economy 
going. 

Mr. Rosprns. To the best of my knowledge—and I was a lending 
officer in a commercial bank for 32 years—no bank makes a loan simply 
on a certified public accountant’s balance sheet or report. 

Senator Crark. No. But I imagine no bank makes a loan without 
looking at it. 

Mr. Rosprns. Without looking at the report ? 
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Senator Crark. Yes. 

Mr. Rospins. But they look at a great many other things as well. 

Senator Crark. Well, sure. But they do | in connection with mort- 
gages, too, including the earning capacity of the mortgagor. 

Senator Carenarr. Will the Senator yield. I might say this. A 
mortgage is something to which you can take title and repossess the 
property and resell it. But as you garantee a business institution’s 
loans, you become a common creditor with all other creditors, and you 
know you are going to take either a 100 percent loss or a percentage 
of the loss when the business is liquidated. Whereas with a mortgage, 
you repossess the property and you take title to it and you own it 
and sell it. If you guarantee a business loan, you become just a 
common creditor. 

Senator CLark. Not necessarily. It depends on what collateral you 
take. 

Senator Carenarr. If you are putting up specific collateral, that 
issomething else again. You are loaning money on specific collateral. 
If the person to w hom you loan the money defaults, of course you take 
possession of the collateral—which is in principle exactly the same 
as a mortgage. 

Senator CLark. roe is right. 

Mr. Rossins. May I add something on that. Even if you have a 
mortgage on fixed property, which has been the case generally speak- 
ing with SBA, the value of an industrial property, which is designed 
and built for certain specific uses, is not nearly as easy to determine 
as the value of a residential property. 

Senator CLark. I don’t think we are going to add anything to that 
‘gument. We have been through it so many times before. 

Mr. Ropprins. All right. 

S. 2160 would authorize the establishment of a national investment 
company in each State under the supervision of the Federal Reserve 
Board. It is apparently designed to supply equity capital or long- 
term loans, and although small business is mentioned there is no 
requirement that the financial assistance be confined to small business. 
A State development corporation would be allowed 6 months to become 
a national investment company, but if its decision should be adverse, 
an investment company could be set up in competition with it. This 
proposal raises various questions. 

It is our belief that the typical small-business man is interested in 
loans rather than equity capital because the sale of equity will di- 
lute his ownership and perhaps even cause him to lose control of his 
business. In the lending field there are first the private banks, which 
are increasingly aware of the problems of small business and the 
desirability of providing all possible financial assistance. Then there 
are the State and local development corporations designed to pro- 
vide loans— 

Senator Crark. What do you mean by a private bank, Mr. Rob- 
bins ? 

Mr. Rosstns. I mean private—— 

Senator Crark. You don’t mean something like Morgan, Stanley 
Co., do you? 

Mr. Rostns. No, I mean commercial banks. 

Senator Crark. Oh, commercial banks. 
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Mr. Rosstns. Yes, sir. I am referring primarily to commercial 
banks. That is what this refers to. 

Senator Crark. Yes. But commercial banks do not ordinarily 
make long-term loans. 

Mr. Rossins. Well, commercial banks will make loans and do 
make loans with maturities as long as 10 years, and sometimes even 
longer. 

Senator CrarK. Until a bank examiner catches up with them. 

Mr. Rossrns. No—they do regularly. 

Senator Crark. Are you suggesting, Mr. Robbins, that there is 
adequate long-term loan c apital “available for small business in the 
United States today ? 

Mr. Ropeins. I don’t think that is exactly the question. My 
answer to your question was that banks do make loans running as 
long as 10 years. 

Senator CrarK. Yes, sure. But that is the exception and not the 
rule, is it not? 

Mr. Rogsprns. No, I would say not. I know of commercial banks 
that have loan portfolios that are high in relation to their deposits 
and total resources, and where the ‘proportion of term loans, so- 
called, loans running beyond a year, and up to 10 years, are a very 
high percent: age of their total loan portfolio, as much as 50 percent. 

Senator Crark. Has it not been your experience that those term 
loans are almost entirely 1, 2 and 3 years, and it is hardly ever that 
they go to 10 years? 

Mr. Rossgrns. No, sir, it is not. I myself have made a great many 
loans that run as long as 10 years. 

Senator Crark. You want to leave the record that the commercial 
banks are in shape to make and constantly do make term loans as 
long as 10 years, and that that is a source to which small business 
can go to take care of their long-term and equity requirements! 
You would like to leave the record that w ay ? 

Mr. Rossrns. The first part of your statement I take no exception 
to whatever. I think that admittedly small companies have more 
difficulty in getting a long-term loan than large companies ilo, al- 
though that possibility certainly is not foreclosed to them. 

Senator Capenarr. 1 want the record to show that the commercial 
banks in the country are making a lot of loans, ranging from 1 up 
to 10 years; that it is not uncommon; that they make them both to 
big corporations and little ones. I want the record to show that 
whether Mr. Robbins does or not, because it is a fact. It may not be 
adequate. There may not be enough of them. I am not arguing that 
point, because I do not know. But I do want the record to show 
that-they do make loans ranging from 1 year to 10. Whether 
is adequate or not, I have no facts as to saying yes or no. But I do 
know they make a lot of such loans. 

Senator CuiarK. I guess the record is clear enough on this. Let me 
now turn to your second point, Mr. Robbins. “Then there are the 
State and local development corporations designed to provide loans, 
equity capital, or facilities which can be leased.” Do you think that 
that Santesianat has expanded to the point. where it is giving signifi 
cant and important assistance to small business ? 
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Mr. Rozgsins. Page 10 may contain at least a partial answer to your 
question. 

Senator Crark. All right. If you would rather do it that way, go 
ahead. 

T also want to ask you about section 13 (b), but I will defer my ques- 
tions on that until you are ready for them. 

Mr. Ropsins. The Federal Reserve banks are authorized to make 
business loans under section 13 (b) of the Federal Reserve Act. 

Finally, there is the Small Business Administration. 

I understand that State development corporations have been estab- 
lished or authorized in at least 13 States, that legislation is pending 
in at least 7 additional States, and that more are expected to follow. 
There are over 2,000 local development corporations or industrial 
foundations. We believe that to the maximum extent possible finan- 
cial assistance should be provided by private sources within the area 
in Which the small business is located and that the Federal Govern- 
ment should enter into the picture only when there is clearly demon- 
strable need. Before any new financial institutions are established, 
whether federally owned or federally sponsored and supervised, we 
believe a thoroughgoing study should be made of the whole problem 
of small-business financing to determine where the gaps are, if any 
exist, and how the gaps can best be filled. 

Senator Crark. Do you want to take the questions now or do you 
want to wait? 

Mr. Rosprns. Certainly. 

Senator CrarkK. Do you have any idea of the total capitalization 
of the State and local development. corporations that have been or- 
ganized and are presently in business? 

Mr. Roppins. | cannot name a hioure, especially the loeal develop- 
ment corporations, 

Senator Cxiark. Let’s just take the State ones first. Could you 
give that, roughly? Or let me put it this way. I don’t want you 
to— 

Mr. Ronpins. Well, it is something less than 850 million. 

Senator CLhark. Yes, it is relatively small in amount. For example, 
in Maine the total ¢ apit: alization is only $90,000, and they made loans 
of about $1.5 million. That may be a little on the low side. But there 
are fairly few that have really gotten into this thing to any extensive 
extent. 

Let me ask you, then, about section 13 (b) of the Federal Reserve 
Act. TL think I am correct in saying that the Federal Reserve Board is 
anxious to have that provision repealed. 

Mr. Rorprys. Because it has not been very active. 

Senator CLark. And since it has not been very active, it is not really 
helping very much with this problem. 

Mr. Rosprns. It is available. 

Senator CLark. And it is your thought there is no need for it? 

Mr. Rosprns. That there is no need for it? I think it is one of the 
lending sources that presently exist, and that I would be sorrv to see 
eliminated until the whole problem can be spelled out more completely 
than it has been yet. 

Senator Crark. Are you speaking, Mr. Robbins, for yourself or for 


the Treasury Department. in that, with respect to the repeal of section 
13 
(b)? 
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Mr. Rospins. I have no official position in the Treasury Department, 
I am speaking in that respect for myself. I think the Treasury De- 
partment would support it. 

Senator Ciark. Mr. Yingling tells me the Treasury Department 
recommended section 13 (b) be repealed. 

Mr. Rospins. Recently? 

Mr. Yrneurne. The first of this year. 

Mr. Rosspins. This statement, incidentally, has been cleared with 
the Treasury Department. 

Senator Cuiark. If that be the fact, then of course you would want to 
delete the reference to section 13 (b) as part of your statement indi- 
cating that there were adequate agencies available to take care of the 
needs of small business. 

Mr. Ropers. I will check that, Mr. Chairman. 

Senator Ciark. Thank you very much. That is all I have. 

(The following was received with reference to the above:) 


TREASURY DEPARTMENT, 
OFFICE OF ASSISTANT SECRETARY, 
Washington, June 21, 1957. 
Hon, JoserH §S. CLARK, 
Chairman, Subcommittee on Small Business, Committee on Banking and Cur- 
rency, United States Senate, Washington, D.C. 

DEAR SENATOR CLARK: I am returning a transcript of the hearing before your 
subcommittee on June 18, in which I have indicated some minor editorial changes 
in the report of my testimony. 

I should like to comment on the discussion of section 183 (b) of the Federal 
Reserve Act reported on pages 619 and 620 of the transcript of the hearing. The 
letter from Secretary Humphrey to the President of the Senate, dated January 
8, 1957, did not recommend the repeal of section 13 (b), but recommended only 
the return to the Treasury of the unused funds paid to the Federal Reserve banks 
under the provisions of 13 (b) “the amounts repaid to remain available to the 
banks for making subsequent loans, if found necessary.” 

In its report on 8. 1451, the Treasury Department indicated general support for 
the bill with certain reservations, but made no comment on the fact that section 
13 (b) was omitted in the proposed rewriting of the Federal Reserve Act. There- 
fore, I do not think there is any conflict between my testimony and the official 
position of the Treasury Department. My purpose was to point out that 13 (b) 
still remains as one of the sources of financial assistance available to small 
business. 

Mr. Dan T. Smith has also made some editorial changes in the transcript of his 
testimony, and has furnished certain information requested by Senator Cape- 
hart which is attached to the transcript. 

Sincerely yours, 
LAURENCE B. ROBBINS, 
issistant Secretary of the Treasury. 


Senator Carenart. The law is still in effect, is it not? 

Senator Ciark. Yes. 

Senator Carenarr. The Congress has not repealed it. Therefore 
it is still available. 

Senator Ciark. I am just pointing out perhaps Mr. Robbins’ view 
is not in accord with that of the Treasury Department. Frankly, 
I agree with Mr. Robbins. 

Mr. Yrneuinc. The Secretary of the Treasury sent a letter dated 
January 8 of this year recommending the repeal. 

Senator CrarK. Will you proceed, Mr. Robbins. 

Mr. Ropers. In addition to the features which I have discussed, 
S. 2160 contains various tax proposals which will be commented on 
by Mr. Dan Smith, Deputy to the Secretary of the Treasury. 
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My final comments have to do with S. 2185. As I have previously 
indicated, we believe that State and local development corporations 
may offer the best means of taking care of such financial needs of 
small business as are not provided for by other existing lending insti- 
tutions. We hope to see their growth continue but we c annot sup- 
port the proposal incorporated in S. 2185 for several reasons, includ- 
ing the following: 

There is no provision in the bill to relate its purposes expressly 
to small business. Any general authority to make loans to develop- 
ment corporations would undoubtedly require an exception to SBA’s 
lending limit of $250,000, which would remove an important control 
in keeping SBA within the small-business field. 

2. SBA has, in a sense, a fiduciary responsibility in lending tax- 
payers’ funds. To lend such funds to a development corporation to 
be reloaned or used solely in the discretion of such corporation would be 
an abrogation of that responsibility. One of the fundamental princi- 
ples of SBA loan policy, which was also a fundamental principle of 
RFC policy while it had lending authority, is that the Federal Gov- 
ernment should not lend money to a borrower who in turn would re- 
lend the money. We believe the maintenance of this principle is 
extremely important. 

Senator Futsricutr. Mr. Chairman, may I ask a question here. I 
was under the impression that the RFC purchased preferred stock in 
banks. 

Mr. Roppins. Yes, sir; it did, as an emergency measure. 

Senator Futsrient. And insurance companies. 

Mr. Rogpprns. And insurance companies. 

Senator Futsricur. How do you reconcile that with your state- 
ment. 

Mr. Rosprns. I think that it was dealing with an emergency, 
Senator. 

Senator Fuiprigur. What do you mean “emergency.” It was 
an emergency that lasted 20 years, was it not ? 

Mr. Rossrns. No, sir. 

Senator Futsricutr. Wasn’t it? 

Mr. Rossrns. No, sir, not with the banks or insurance companies. 

Senator Futsrigutr. You do not consider we have an emergency 
presently ¢ 

Mr. Rossins. Not with the banks and insurance companies. 

Senator Futsricur. Not with small business either ? 

Mr. Ropsins. Well, I think the small-business field is a different 
field. And the State development corporations are operating in the 
business field. 

Senator Funsricutr. Do I understand you to say what the RFC did 
was on the ground it was an emergency / 

Mr. Rossins. With banks and insurance companies; yes, sir. 

Senator Fursricur. That is a funny distinction. All of these are 
emergencies. I don’t know what you mean by “emergency.” If every- 
thing was going fine and normal we wouldn’t have any applic ation 
for bills of this kind at all, nor would we have had the RFC. Every- 
thing the RF¢ ’ did i in asense was an emergency. 

Mr. Rossrns. Senator, nobody knows better than you that SBA was 
created in the first place to deal with a national emergency of very, 
very large proportions. 
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Senator Futsricnt. The SBA ? 

Mr. Rogsrns. RFC. 

Senator Futsrientr. And it went on and on for how long ¢ 

Mr. Rossins. Well, until—— 

Senator Futsricut. Until the Republicans came into power. 

Mr. Rossrns. Yes, sir. 

Senator Futsricut. The emergency then was over. 

Mr. Rosptns. Yes. But there was a great deal of agitation in the 
direction of abolishing RFC before this administration came in. 

Senator Futsricnut. Among adherents of this administration there 
was. 

Mr. Rogprns. And some others. 

Senator Futsriant. Very few others. Name one important one. 

Mr. Rogerns. Well, Senator Byrd, for one. 

Senator Funrrigut. Don’t you think he is an adherent of this 
administration ? 

Mr. Rogsrns. Senator Byrd is a member of the opposition party. 

Senator Futsricut. He was against it all along. W hi at arouses my 
interest is the administration opposed, as did Senator Byrd, anything 
in the field of taxation to help small business. Not a single assist 
did we receive, for 3 or 4 years at least, in an effort to do something in 
taxes. Youare familiar with that. 

Mr. Ropers. I should like, if I may, to have Mr. Dan Smith answer 
questions on the tax policy matters. 

Senator Funsricut. I am not asking questions. That is an asser- 
tion. That is a matter of record. We lost just recently on the floor 
and we lost in the committee, the Committee on Finance, headed by 
Senator Byrd. I think not quite unanimously, but by a majority 
much larger than in the Senate as a whole. So that approach is done. 
Now we come to another approach, to try in the credit field. And you 
are opposed tothat. Isthere anything at all you think ¢ ould or should 
be done about assistance to smaller businesses of the country ? 

Mr. Rospins. Yes. The administration is supporting the exten- 
sion of the life of the SBA. And they encourage, as far as it can 
be done, within proper limits, the development of the State and local 
development corporations. 

Senator Crark. But with no help from the SBA. 

Mr. Rossrns. I beg your pardon ? 

Senator Crark. But with no help from the SBA. As I under- 
stand it, you oppose the SBA giving any financial aid to development 
corporations. Am I wrong? 

Mr. Rossrns. Generally speaking, yes; especially if the State devel- 
opment corporations are lending institutions. 

Senator Carenart. Let me say this. I think we ought to say in 
all fairness that for the first time in the history of this Nation a 
Republican administration established a small-business agency. 
There never was one that existed before. The position of the admin- 
istration at the moment is that this agency ought to be continued, 
and the SBA Director is rec ommending that it be made a permanent 
agency. Others think it ought to be extended for 5 years, and that 
it ought to be extended about as it is. 

How one can make the assertion that this administration is not 
interested in small business, I do not know, because for the first time 
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in the history of the Nation this administration has established 
strictly 100 percent small-business agency, limited to small businesses, 
because the amount that could be loaned to any one organization is 
$950,000. 

The RFC was put in by a Republican administration-——Mr. 
Hoover—as an emergency, and of course it loaned money to big 
business as well as little business. It was not a little-business agence y 
at all. It was put in as an emergency and did loan money. I think 
the biggest loan it ever made was $80 million to the B. & O. Railroad, 
which has since been repaid. It made literally millions and millions 
of dollars of loans to the largest banks in the country and large in- 
surance companies and corporations as an emergency measure. 

I think the point is, Is there an emergency as far as small business 
is concerned? Well, I think there is. My personal opinion is there 
is an emergency. But I think it is an emergency in respect to tax 
relief and amortization relief and things of that sort. I am not un- 
mindful that there is a shortage, of course, of working capital for 
small business, and always has been. I presume it always will be 
hard for the little fellow to increase his working capital, primarily 
because he does not like to give up his equity. I can say from per- 
sonal ee e a couple of times in my life IT made a mistake be- 
cause I did not give up some of my equity to get additional working 
capital. But that is the thing that generally runs through the mind 
of the small-business man—that he has to give up equity. Therefore 
I think he would much prefer to get his relief through taxation and 
amortization and even loans than he would through increased eapi- 
talization, or to sell stock, because he waters down his own holdings. 

But I think this administration has a remarkable record in help- 
ing small business. 

I agree with the able Senator from Arkansas that we ought to 
do something in the way of helping small business in taxation. 
did not particularly like his bill because I did not think it really did 
the job. And the Finance Committee, as he knows, is opposed to it. 
But I will join with the able Senators from Pennsylvania and Arkan- 
sas and any other and all Senators in introducing—and unfortunate- 
ly, of course, it will go to the Finance Committee, and we do not 
control it—introducing a real, honest-to-goodness, small business 
graduated tax bill to he ‘Ip small business on taxes. I have felt very 
strongly on the subject for many, many years. 

Senator Criark. It is my understanding, Senator—and correct 
me if I am wrong—when we had a debate on the Fulbright amend- 
ment, it was pretty close to a commitment of the administration that 
they would send such a bill down. 

Senator Carenart. I think there has been a commitment on the part 
of both the Republicans and Democrats, and I am not unmindful that 
it was in the Republican platform that we would reduce taxes for 
small business. And I think it was in the Democratic platform. 

But I say again we are stymied on the matter in the committee, 
just as we are stymied on civil-rights legislation and other legisla- 
tion around here, because we cannot get it through committee. 

Senator Ciark. I would suggest part of the stymieing is due to 
the fact that the White House has taken no initiative in making good 
on its—— 
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Senator Carprnarr. I just want the record to show for the first time 
in the history of this Nation we have a small-business agency. 

Senator Ciark. Has the Senator completed his comments ? 

Senator Caprnarr. Yes. 

Senator Ciark. Will the witness please proceed. 

Mr. Rossrns. 3. The objective of any development corporation, 
whether State or local, is to develop new business in its area. More 
often than not this is accomplished by offering inducements to bus- 
iness concerns to move from other areas where they are already es- 
tablished. Federal taxpayers’ funds should not he used to give one 
State an advantage over another in its competition for business, 
Funds to be used by development corporations should be supplied by 
those who will benefit from the corporations’ activities, local private 
sources, if possible. If there is any need for assistance from public 
sources, such assistance should come from the municipality or from 
the State. 

It should be borne in mind that State development corporations 
in general are lending institutions. If such a corporation wishes to 
make a loan to a small business and the loan meets Small Business 
Administration requirements in every respect, it is entirely possible 
for the Small Business Administration to participate in the loan just 
as it participates in loans made by banks. In that way the Small 
Business Administration can be of very real and substantial assistance 
to the State corporations and at the same time exercise its judgment 
on the individual loan and make sure that the basic purposes of the 
Small Business Act are carried out. 

In sum, the Treasury Department urges that action by the Con- 
gress at this time be confined to a simp ole extension of the present 
Small Business Act with only such technical modifications as are 
incorporated in S. 1789, and that consideration of other proposals 
for financial assistance to small business be deferred pending a more 
complete study of all elements of the problem. 

Senator CLark. Mr. Robbins, you, however, do not Oppose, (lo you, 
the provisions in the administration bill, S. 1789, which would in- 
crease the lending authority of the Small Business Administration? 
The present law permits $455 million and the Thye bill, the adminis- 
tration bill, calls for 8600 million. 

Mr. Roprins. No, sir. 

Senator CLark. You are reluctantly in accord with that / 

Mr. Rospins. No. Not reluctantly. I am opposed to the increase 
of the lending limit for individual loans, not to the total amount of 
money available. 

Senator CLark. I get the impression from your testimony—and I 
want you to correct me if I am wrong—and I certainly honor your 
position, although I disagree with you—you think everything is going 
along pretty well as far as small business is concerned and there is not 
much of anything that needs to be done by the Federal Government 
to help it? 

Mr. Rospins. I think that the Federal Government has to proceed 
very cautiously in this field, and I do not think that all of the elements 
of the problem are known. I am urging that the whole problem be 
studied to see where the gaps are. 

Senator CLark. In other words, you do not think enough study has 
been given to this program over the last 10, 15, or 25 years? 
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Mr. Rossins. That is right, Mr. Chairman. Not the right kind of 
study. 

Senator Cuark. Senator Fulbright. 

Senator Futsricgnr. On your third point, if this offer to purchase 
ponds in a development corporation were made available to all States 
without distinction, then why is it a legitimate argument to say that 
it gives one State an advantage over another 4 They are all in the 
same boat; are they not ¢ 

Mr. Rozpins. Some States have development corporat ions, and some 
donot. They are growing, but the majority of the States do not have 
them yet. 

Senator Futsricnr. I thought you said you feel we should en- 
courage them and that there is no difficulty in creating them. The 
first one that started, I think, was in Maine. Even though a State has 
not yet created one, they can easily do it. Therefore, if this is equally 
available, why is that discriminatory as between States? 

Mr. Rossrys. I know difliculties arise when any loan is made in any 
area which has the result of attracting a business from another area 
to move. I know that the Small Business Administration has had 
some difficulties even without getting involved with a State develop- 
ment corporation. 

Senator Funsricur. If the Small Business Administration is 
already doing it, then why do you raise this as an objection to that 
procedure / 

Mr. Rospsins. They are not making loans to State development cor- 
porations. Iam t: uking about other loans—individual business loans 
which they made. 

Senator Futsrieur. Do you not think it is better, if there is to be 
a lending program, that it be locally controlled within the respective 
States, rather than to be centralized out of a W ashington agency ? 

Mr. Rossins. I think it is much better for a lending program to be 
conducted locally, but I do not think it ought to be financed by the 
Federal Government. 

Senator Futsricur. But it is not solely financed. One of the pro- 
posals made here was in effect to share with the State itself this 
burden of furnishing in the first instance some of the capital. It is 
somewhat the same principle which was followed in the development 
of some of the agricultural lending agencies, like the production 
credit association, as an example, and the land banks in the same 
manner. They put up the initial capital and it is gradually taken 
over by the I ‘eder: al people, and the local people are p: aid back and are 
out of it. That is the concept advanced here. 

I do not recall in those cases that it was considered unfair com- 
petition for the Federal Government to furnish credit to the farmers 
in Iowa, because it might have an adverse effect upon the credit and 
the income of the banks in New York. It might have had, as far as I 
know. Anything, I suppose, that makes available credit is com- 
petitive and hurts the banks in New York, but it was done success- 
fully, and generally people think it was a good idea. 

There is some of the same idea here. There is a lack of credit. in 
some of these States. It is not only that there is not money, but there 
isnot any wealth there. They are underdeveloped, exploited colonial 
areas that are now beginning to start to seek some participation in the 
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business life of this country. I do not see anything wrong with it, 
They are proposing at least to put equity capital in asa cushion, and 
also the State is to put in lending money. It is proposed that the 
Federal Government would be sharing in that with the idea that they 
ais gy be paid bac k, 

I do not think it is a very radical idea; is it? 

Mr. Rossrns. I think that at this point certainly it can be objected 
to on the grounds that I have tried to present, but [am also urging, as 
I have said before, that a further study be made of the whole prob- 
lem; a more exhaustive study than has been made. 

Senator Futsrigut. How long do you think such a study should 
last ? 

Mr. Rossrns. I do not think that I am competent to say how long 
it should take. 

Senator Futsricnr. I mean 1 year, 5 years, or 10 years? What 
would you guess? 

Mr. Roppins. | would guess more nearly a year than 5 or 10 years, 

Senator Futsricur. A year might be enough ? 

Mr. Ropprns. Yes. 

Senator Futsrigutr. On page 10 you say in the middle of your 
statement— 

The Federal Reserve banks are authorized to make business loans under sec 
tion 13 (b) of the Federal Reserve Act. 

That authority is ee being used, is it ? 

Mr. Rosprns. Well, it is not ve ry active. 

Senator FuLbricnr. Not active at all. 

Mr. Rogspins. There are loans outstanding under section 13 (b). 
What the present activity is, I do not know. 

Senator Futsrient. Last year there were four loans made unde 
that authority, I am informed. I would call it dormant, would yo 
not 2 

Mr. Roppsins. Well 


‘ ’ = . ad fo“ ; ~~) 4 ay | é ] 
Senator Funsrigur. J understand there are SZito Miitlon in the 


fund which is available under section 13 (b). Would you have any 
objection if that money were made available for these development 
corporations to serve the same purpose? It is already available an 


would not entail any additional strain on the overstrained Federal 
finances. 

Mr. Roppins. I would object for the reasons that are stated. 

Senator Fursrignr. For the same reasons, even though the money 
is available? 

Mr. Ropptns. Yes, sir 

Senator Fuisrieir. In any case, you would object no matter what 
reasons we may have? 

Mr. Ror BINS, To loans to State develop ment corporations 1 » be 
reloaned to business without any opportunity for the Federal Govern 
ment to have a part in appraising the risks and the activity in whiel 
the money is used, 

Senator Fuiericirr. You believe in Federal control and supervision 
and not local control ? 

Mr. Roprrns. I believe in local control to the maximum possible 
extent, but if Federal money is to be loaned I think that the Federal 
Government ought to follow it. 
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Senator Futsricur. Ought to follow it ? 

Mr. Ropprns. Yes. 

Senator Futsricur. When they make a grant in the aid to State 
activities do they follow that, then / 

Mr. Rosprins. I think that is rather different. 

Senator Futpricut. It is different / 

Mr. Rogerns. It seems to me so. 

Senator Futsricur. Why is it different? They are both done for 
the local public welfare. Why is the one better than the other? 

Mr. Ropsins. I think when a loan is made that it is made with the 
expectation that it is to be repaid. I think that the lender must, if 
he is a prudent lender, be very sure that reasonable requirements are 
set up for repayment. If it is a grant it is made for certain stated 
purposes which have been analyzed and approved, and it is gone. 

Senator Futsricur. Do I gather from that that you think the Fed- 
eral Small Business Administration is much more likely to be a pru- 
dent lender than the local people who control the development cor- 
poration 4 

Mr. Rossrns. I do not know that that is necessarily the case, but 
the Small Business Administration is lending: 

Senator Futspricur. You think it is more likely ? 

Mr. Roprins. It is lending taxpayers’ funds and I think it has the 
responsibility to know where they are going and how they are going 
to be used. 

Senator Futsricur. Then on balance you think they would be more 
prudent lenders than the local development corporation 

Mr. Rospins. Not necessarily. 

Senator Futsricut. Why would you think that? How else can 
you justify your cone ‘lusion 

Mr. Rospins. For the reason that I think the lender has the respon- 
sibility to see what happens to the funds he lends, and how they will 
be p: aid back. 

Senator Fursricur. Of course, but all we are saying is the actual 
loan be made to the local people. Do you feel they are less qui alified 
to make a prudent loan than the Small Business Administration mak- 
ing it directly to the same local people ? 

Mr. Rorprns. I think that will vary a great deal. Also, I think 
that the development corporations will use part of ‘their funds for 
equity and perhaps for subordinated loans. Being interested in the 
local area, they will do, or might very well do, a great many things 
that the Federal agency using Federal funds would not feel justified 
in doing. 

Senator Futsricur. Coming back to this, I do not know whether it 
is too simple or not, but it has been your view that they are more 
prudent in the use of public funds than the local agency would be, in 
your opinion / 

Mr. Roprtins. I think the standards of lending in the Small Business 
Administration differ from what I understand to be the standards 
contemplated, at least, in the State development corporations, be- 
cause they are admittedly set up not only to provide loans, but also 
to provide equity capital. 

Senator Ciark. Almost all of the testimony from the State develop- 
ment corporations, however, was to the effect that an equity capital 
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loan was very unusual indeed. The overwhelming majority of their 
loans, both in number and amounts, are loans and not the provision 


of equity capital. 
Mr. Rosprns. I would expect that to be true, but there is no as- 


surance it is true. 

Senator Cargruart. I have another matter, Mr. Chairman. I would 
like to read this letter. I know Mr. Robbins does not have the answers, 
but this letter is addressed to the President of the Senate. First, I 
ask unanimous consent that it be made a part of this record, together 
with this proposed bill and the explanation of the bill. 

Senator Ciark. The letter, the bill, and the explanation thereof re- 
ferred to by the Senator from Indiana will be incorpor: ated in the 


record at this point. 
(The documents referred to follow :) 


THE SECRETARY OF TILE TREASURY, 
Washington, January 8, 1957, 
The PRESIDENT OF THE SENATE. 

Sir: There is submitted herewith a draft of a proposed bill, to authorize re- 
payment to the Treasury of amounts paid to Federal Reserve banks for making 
industrial loans, 

The purpose of the proposed legislation is to authorize the Federal Reserve 
banks to repay to the Secretary of the Treasury the amounts paid to such 
banks under the provisions of subsection (e) of section 183 (b) of the Federal 
Reserve Act for making industrial loans, the amounts repaid to remain available 
to the banks for making subsequent loans, if found necessary. 

Subsection (e) of section 13 (b) of the Federal Reserve Act, as amended, 
approved June 19, 1934, authorized the Secretary of the Treasury to pay to each 
Federal Reserve bank, for the purpose of making industrial loans, an amount 
not to exceed the par value of the bank’s holdings of capital stock in the Iederal 
Deposit Insurance Corporation. 

For the purpose of making payments to the Federal Reserve banks, Congress 
appropriated $139,299,556.99 from the increment resulting from the reduction in 
the weight of the gold dollar. Payments were made by the Treasury to the 
banks from this appropriation, in the amount of $27,546,310.97. These funds have 
not been fully utilized by the Federal Reserve banks for many years, As of 
November 14, 1956, there were only $809,000 of loans outstanding and commitments 
of $2,176,000. Accordingly, the Department believes that, in the interest of sound 
fiscal management, the idle funds now held by the banks should be returned to 
the Treasury subject to future availability. 

It will be appreciated if you will lay the proposed bill before the Senate. 
A similar proposed bill has been transmitted to the Sepaker of the House of 
Representatives. There is enclosed for your convenient reference a compara- 
tive print showing the changes in existing law that would be made by the proposed 
bill. 

We have been informed by the Board of Governors of the Federal Reserve 
Sy ‘stem that it has no objection to the ae oe legislation. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this proposed legislation to the Congress. 
Very truly yours, 
(Signed) G. M. HuMPpHREY, 
Secretary of the Tre asury. 
\ BILL To authorize repayment to the Treasury of amounts paid to Federal Reserve 
banks for making industrial loans 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (e) of section 13b of the 
Federal Reserve Act, as amended (12 U.S. C. 352a (e)), is further amended by 
adding at the end thereof the following: “Each Federal Reserve Bank shall 
repay to the Secretary of the Treasury any amounts paid to it, whenever the 
Board of Governors of the Federal Reserve System determines that such 
amounts are not required for the purposes of this section. Such repayments 
shall be deposited in the Treasury to the appropriation from png the pay- 
ments were made and shall remain available for further payment by the Sec- 
retary of the Treasury to Federal Reserve banks pursuant to this section.” 





eir 
ion 


as- 


auld 


rs, 
her 


re- 
the 


- 


re- 
‘ing 


rve 
uch 
‘ral 
ible 


led, 
ach 
unt 
aral 


ress 
1 in 
the 
ave 
. of 
nts 
und 
| to 


ate. 
. of 
ira- 
sed 


rve 


-no 


orve 


ites 
the 

by 
yall 
the 
uch 
nts 
ay 
seC- 


CREDIT NEEDS OF SMALL BUSINESS 481 


COMPARATIVE TYPE SHOWING CHANGES IN Existing LAW MADE BY PROPOSED BILL 


Changes in existing law made by the proposed bill are shown as follows (new 
matter added to existing law is in italic) : 

Subsection (e) of section 13b of the Federal Reserve Act, as amended (12 
U. S. C. 352a (e)). 

(e) In order to enable the Federal Reserve banks to make the loans, dis- 
counts, advances, purchases, and commitments provided for in this section, the 
Secretary of the Treasury, on and after June 19, 1934, is authorized, under such 
rules and regulations as he shall prescribe, to pay to each Federal Reserve bank 
not to exceed such portion of the sum of $139,299,557 as may be represented 
by the amount paid by each Federal Reserve bank for stock of the Federal 
Deposit Insurance Corporation, upon the execution by each Federal Reserve 
bank of its agreement (to be endorsed on the certificate of such stock) to hold 
such stock unemcumbered and to pay to the United States all dividends, all 
payments on liquidation, and all other proceeds of such stock, for which divi- 
dends, payments, and proceeds the United States shall be secured by such 
stock itself up to the total amount paid to each Federal Reserve bank by 
the Secretary of the Treasury under this section. Each Federal Reserve 
bank, in addition, shall agree that, in the event such dividends, payments, and 
other proceeds in any calendar year do not aggregate 2 per centum of the total 
payment made by the Secretary of the Treasury, under this section, it will pay 
to the United States in such year such further amount, if any, up to 2 per 
centum of the said total payment, as shall be covered by the net earnings of 
the bank for that year derived from the use of the sum so paid by the Secre- 
tary of the Treasury, and that for said amount so due the United States shall 
have a first claim against such earnings and stock, and further that it will 
continue such payments until the final liquidation of said stock by the Federal 
Deposit Insurance Corporation. The sum so paid to each Federal Reserve bank 
by the Secretary of the Treasury shall become a part of the surplus fund of 
such Federal Reserve bank within the meaning of this section. All amounts 
required to be expended by the Secretary of the Treasury in order to carry 
out the provisions of this section shall be paid out of the miscellaneous receipts 
of the Treasury created by the increment resulting from the reduction of the 
weight of the gold dollar under the President’s proclamation of January 31, 
1934; and there is hereby appropriated, out of such receipts, such sum as 
shall be required for such purpose. Fach Federal Reserve bank shall repay 
to the Secretary of the Treasury any amounts paid to it, whenever the Board of 
Governors of the Federal Reserve System determines that such amounts are not 
required for the purposes of this section. Such repayments shall be deposited 
in the Treasury to the appropriation from which the payments were made and 
shall remain available for further payment by the Secretary of the Treasury to 
Federal Reserve banks pursuant to this section. 


Senator Carenarr. Then I would like to ask unanimous consent that 
our staff ascertain from the Treasury the amounts of money still in 
the fund, or the appropriation, made by Congress on June 19, 1934. 

Let me read you Just one paragraph from the Secretary of the 
Treasury’s letter. 

Senator Crark. The staff will note the the request of the Senator 
from Indiana. 

Senator Carenarr. [ willread: 

For the purpose of aking payments to the Federal Reserve banks, Congress 
appropriated $139,299,556.99 from the increment resulting from the reduction in 
the weight of the gold dollar. 

That was back in 1934. 


Payments were made by the Treasury to the banks from this appropriation, in 
the amount of $27,546,.310.97. These funds have not been fully ntilized by the 
Federal Reserve banks for many years. As of November 14, 1956, there were 
only $809,000 of loans outstanding and commitments of $2,176,000. Accordingly, 
the Department believes that, in the interest of sound fiscal management, the idle 
funds now held by the banks should be returned to the Treasury subject to 
future availability. 
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I am addressing my remarks to the chairman of the full Banking 
and Currency C ommittee. That is something we should look into. 

Senator Ciark. As the chairman of the subcommittee, you are in- 
terjecting something, and it is just exactly that fund the e¢ chairman of 
the full committee wants to put into the hands of the State develop- 
ment corporations, and which Mr. Robbins says he opposes. 

Senator Carenart. I am not thinking about his bill at the moment, 
but thinking of getting the information on this fund and who is hold- 
ing the money. Is it doing anybody any good and ought it to be 
ended ? They sent up a bill and said that the idle funds now held by 
the Federal Reserve banks should be returned to the Treasury, subject 
to future availability. So I presume they mean by that subject to 
future loaning under section 13 (b), but the money is lying out there 
and doing nobody any good. 

Senator CiarK. But it would also mean the repeal of section 13 (b). 

Senator Capenarr. Subject to the availability of future money. 

Senator CuarK. [| think that is another point. 

Senator Capenart. In any event, I would like to have full and com- 
plete information on that fund, where it is, who is using it, and so 
forth. , 

(The following information was supplied with reference to the 
above :) 


STATUS OF FUNDS AVAILABLE FOR LOANS AND DISCOUNTS FOR INDUSTRIAL PURPOSES 
UNDER SECTION 138 OF THE FEDERAL RESERVE AC’ 


Section 13b was added to the Federal Reserve Act in 1934. Under this section, 
Federal Reserve banks are authorized to make loans for working capital to es- 
tablished industrial or commercial businesses. 

The Secretary of the Treasury was authorized to pay to the Federal Reserve 
banks a total of $139,300,000, which was equivalent to the amount paid by the 
Federal Reserve banks for the stock of the FDIC when that Corporation was 
established. Under this authority, the Federal Reserve banks hold a total of 
$27,543,000 as of March 31, 1957. This amount is distributed among the 12 banks 
as follows: 


Ar nount r¢ Loans out 
Federal Reserve bank eived f{ standing as of 
Trea ury Mar. 31, 1957 
Boston i . i $3. 011. 000 $335, 000 
New York_.._. iia aca a anaes Seas , ; ; 7, 319, 000 
Philadelphia . 4, 489, 000 400, OO 
Cleveland 1, 006, 000 
Richmond... 3, 349, 000 
A tlanta_-_-- 7H2, 000 
Chicago 1, 429, 000 
St. Louis 521. 000 
Minneapolis 1, 073. 000 37. 000 
Kansas City l 7, 000 
Dallas 1. 307. 000 
San Francisco- - 2. 140, 000 
I 4 eet Sie hd E See ea as - 27, 543, 000 772, 000 


Since section 13b, in effect, authorized the Treasury to pay to the Federal 
Reserve banks an amount equivalent to their stock subscription in the FDIC, 
the law also required the Federal Reserve banks to return to the Treasury earn- 
ings up to 2 percent on loans made from section 13b funds. From 1934 through 
October 1947, a total of $2,189,000 was paid by the Federal Reserve banks to the 
Treasury. In 1947, Federal Reserve bank ownership of FDIC stock was liqui- 
dated, and $139,300,000 required to liquidate this stock was turned into the 
Treasury rather than to the Reserve banks. Consequently, since October 1947, 
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and in accordance with section 13b, the Reserve banks have not paid earnings 
to the Treasury on section 13b funds. 

Under terms of the law, the $27,543,000 will remain in the capital accounts of 
the several Federal Reserve banks unless a subsequent law directs that the 
funds be returned to the Treasury. Both the Treasury Department and the Board 
of Governors of the Federal Reserve System have so recommended. S. 1451, the 
Financial Institutions Act of 1957, which passed the Senate on Mareh 21, 1957, 
repeals section 18b of the Federal Reserve Act and directs the return of this 
27,548,000 to the Treasury. 

Senator CLrark. Thank you very much, Mr. Robbins. It has been 
a pleasure to have you. 

Mr. Smith, we are happy to have you here. Do you have a copy of 
your statement ¢ 


STATEMENT OF DON T. SMITH, DEPUTY TO THE SECRETARY OF 
THE TREASURY, DEPARTMENT OF THE TREASURY 


Mr. Smiru. Mr. Chairman and members of the committee, the 
Treasury Department appreciates this opportunity to comment on the 
tax provisions of S. 2160. 

The tax treatment of the national investment companies provided in 
this bill would permit these companies to be treated as regulated invest- 
ment companies. As such, they would be exempt from tax on the 
portion of their income or capital gains distributed to stoc kholders. 
However, the treatment accorded the national investment companies 
would be more liberal in important respects than the usual regulated 
investment company provisions. 

In addition to being e xempt on their distributed earnings, the na- 
tional investment companies would be allowed to retain and accumulate 
free of tax a substantial fund of earnings in a special reserve termed a 
“national investment company reserve.” The national investment 
companies would be allowed a tax deduction for certain additions to 
this reserve, and would be allowed a dividends-received deduction on 
their dividend income which was used to make further additions to 
the reserve. Regulated investment companies under present law are 
not entitled to the dividends-received deduction and are fully subject 
to tax on their retained earnings. 

It is the apparent intention of the bill to provide that national 
investment companies, unlike other regulated investment companies, 
would be entitled to the equivalent of net operating loss carryovers, 
which would be more liberal than those available to corporations 
generally. 

It also provides a special treatment of capital losses which under 
certain conditions would permit the offset of capital losses against 
ordinary income in the absence of offsetting capital gains. Corpo- 
rations generally, including regulated investment companies, are not 
permitted to deduct capital losses from income other than their capital 
gains, but are allowed a 5-year carryforward of capital losses against 

capital gains. The proposed loss treatment for national investment 
companies is tied in with the operation of the national investment 
company reserve and involves various complex adjustments. 

The national investment company reserve is not to exceed 50 per- 
cent of the invested capital of the company. It is also provided that 
the reserve shall not exceed the actual amount of the accumulated 
earnings and profits of the company. Additions to the reserve up 
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to 20 percent of the invested capital are allowed as a tax deduction 
without regard to the source of such income. Further additions to 
the reserve up to the overall maximum of 50 percent of the invested 
capital qué ality for the 85-percent, intercorporate, dividends-received 
deduction, provided the company has a corresponding amount of 
dividend Jncome from domestic corporations. Moreover, the national 
investment company is relieved of the requirement of distributing 90 
percent of its income to its stockholders with respect to the amounts 
of dividend as well as other income deposited in the reserve. Regu- 
lated investment companies generally are required to distribute 90 
percent of all of their ordinary income in order to qualify for the 
special method of tax treatment. 

The proposed tax provisions would have the result of effectively 
exempting the national investment companies for an indefinite period, 
without actually conferring tax-exempt status on them. It would 
also have the effect of extending to participating commercial banks 
and other lending institutions more favorable treatment with respect 
to earnings arising from loan operations conducted through a na- 
tional investment company intermediary than on similar loan opera- 
tions conducted directly. 

The proposed special tax treatment represents a complex exten 
sion and liberalization of the conduit treatment under the regulated 
investment company provisions. The Treasury Department is op- 
posed to special tax provisions for particular sorts of income and 
activity. There have been many proposals for special tax-free reserves 
which the Treasury Department has consistently opposed. ‘The adop- 
tion of any one of the proposals, including that in the bill before the 
committee, constitutes an undesirable precedent for similar treatment 
for other forms of business. 

That concludes my prepared statement, Mr. Chairman, and, if 1 
may add on very briefly, the Treasury Department in its report on 
bills before the Senate Finance Committee and the House Ways and 
Means Committee is confronted with almost. innumerable proposals 
for special tax relief and differential tax treatment for this, that, and 
the other sort of individual income and business income. We are 
very much concerned about the present complexity of the law. We 
are also very much concerned about the feeling that seems to be 
developing by various taxpayer groups that this, th: at, and the other 
group of individuals or businesses have a special provision in the law 
by which they can be relieved of what would be their share of the 
taxes in the absence of such special provisions. We are concerned 
about this, as it bears upon the morale of taxpayers generally, de- 
pendent, as we are, in this country, and fortunately de pende nt, on the 
very fine tradition ‘of self-assessment for income taxation. Therefore, 
we aré typically and generally very much concerned about new special- 
relief provisions for particular sorts of activities. 

Senator Futsrient. [ did not understand you. You said “new 
special provisions?” You do not mind the old ones you already 
have ? 

Mr. Smitn. We have just completed in a matter of several weeks, 

Sen: tor Fulbright, with the Ways and Means Committee, in testify- 
ing and discussing in executive session our proposals for elimination 
of well over 20 loopholes that the Treasury Department called to the 
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attention of the Ways and Means Committee, on which we recom- 
mended action for their elimination. The Ways and Means Com- 
mittee has not yet reported its action on that, but we have had what 
we feel is a very useful and satisfactory series of sessions. So we are 
not only objecting to new provisions, but we have made recommenda- 
tions for the elimination of many existing provisions. 

Senator CLarK. Including the 2714- -percent oil-depletion allowance ? 

Senator Cargnarr. I have 2 or 3 questions which I would like to 
ask Mr. Smith, if I may. 

Senator Crark. Please go right ahead. 

Senator Caprrmarr. In respect to the Western Hemisphere Trade 
Corporation Act, which I think has a direct bearing on small business, 
inasmuch as small businesses are discriminated against under this 
act, | would like to ask these questions. Of course, you, Mr. Smith, 
know that I introduced, along with Senators Frear, Smathers, and 
Jenner, a bill known as S. 808, to amend the Western Hemisphere 
Trade Corporation Act in a manner so as to eliminate what now seems 
to be a discrimination against small business. Our bill would change 
the act so that small manufacturers in this country would have equal 
opportunity with big business to compete for the Western Hemisphere 
trade. In the past you have been opposed to changing the Western 
Hemisphere Trade Corporation Act in the manner of this bill, yet 
I have in my possession a copy of a letter by a former high official of 
the Treasury Department in which he admits the existing act is in- 
equitable and contains an element of discrimination. 

Why, Mr. Smith, have you opposed changing the act in a manner 
that would rive small businesses the same tax benefits on exports 
that big business now enjoys under the Western Hemisphere Trade 
Corporation Act ? 

Mr. Smiru. Senator Capehart, I did not realize this was coming 
up today and I must confess again I have not had my memory re- 
freshed on that particular bill, although I am, of course, in general 
familiar with it. The general problem in the application of the 
Western Hemisphere Trade Corporation is to get a dividing line be- 
tween the definition of income earned abroad and income earned in 
the United States. We have in the Treasury Department—and so 
far as I know, there has not been any change of position in this at 
any time—objected to any extension which would, in effect, give what 
could be considered an export subsidy to mere shipments abroad. 

Senator Caprnartr. Under your interpretation, of course, the small- 
business man who does not have a factory or a branch overseas is dis- 
criminated against in favor of the one who does. You have taken the 
position that no one gets the benefits of the Western Hemisphere Trade 
Act unless the goods change title outside the United States. 

Mr. Smirn. That may be in some respects the net effect, Senator 
Capehart, but the basic provision is that the differential tax rate 
applies only on that part of the income which is attributable to in- 
come earned abroad. Unless there is, in fact, some conduct of a trade 
or business abroad, then the act does not apply. 

Senator Carrnarr. Let me put it this way, then: If X company— 
and I will not name any company—on second thought, I will. Let 
us say one of the big automobile companies has a branch in Brazil, for 
example. If they ship goods down to that branch in Brazil and that 
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branch resells the goods in Brazil, they get the benefits of the saving 
in taxes. 

Mr. Smirn. Only on that part of the income attibutable to the dis- 
tribution activity in Brazil, and not on the full manufacturing activity, 

‘Senator Carenarr. Oh, no. 

Mr. Szrii. Because they have to transfer the property to their 
Brazilian branch in an arm’s-length deal. 

Senator Carenarr. But if the little manufacturer who has no branch 
sells through an exporter in New York and ships goods down to 
Brazil, he has to pay the full tax and he gets no benefit from the 
Western Hemisphere Trade Act, because you take the position that 
the title to the goods changed hands in New York City. Is that true? 

Mr. Smiru. That is under the existing law, which confines the 
differential tax treatment to income which is in fact earned abroad. 
If I may, Senator, I might add that we are not, of course, altogether 
satisfied with the way in which the Western Hemisphere trade provi- 
sion has in fact developed. You will recall perhaps in the recom- 
mendations for legislation for a worldwide special treatment or dif- 
ferential treatment for foreign income in 1954 we did not suggest that 
the Western Hemisphere trade provisions be made on a worldwide 
basis, and part of the reason was for exactly the same reason. It is the 
very problem you have described. 

But basically our concern with many of the proposals which have 
been made is that to have a differential tax rate on exports to foreign 
countries when there is no trade or business carried on in those foreign 
countries, would constitute a tax subsidy to exports and we in the 
Treasury Department are confronted all the time with objecting to 
tax subsidies to exports that other countries are imposing. We co feel 
that this country should maintain a position on that. 

Senator Caprenart, Do you think it is fair that a company big 
enough to have an established branch in Brazil, as I said, and which 
ships goods down there for resale, should get the benefit of the tax 

saving, but one who sells through an exporter in New York who 
might ship the same amount of goods dollarwise should be denied the 
tax benefit? Is there anything equitable in that / 

Mr. Smirn. As I have indicated, I am not altogether satisfied with 
the present operation of the Western Hemisphere Act operation. I 
do believe those two are significantly distinguishable in that the com- 
pany with the branch in Brazil is in business in Brazil; it is conduct- 
ing its business there. It is probably subject to tax in Brazil. That is 
an entirely different thing, 1 submit, than the mere shipping out of 
commodities. 

Senator Caprenarr. It gets the benefit from its tax returns in the 
United States, where it deducts any taxes it pays in Brazil on filing its 
return. 

Mr. Smirn. That is correct. 

Senator Carenart. [ am not going to take up any more time, but 
I have a number of questions | would like to give to you and have an 
answer in writing, if I might, Mr. ¢ ‘hairman. That would save the 
time of the committee, I think, and the time of Mr. Smith. I am not 
unmindful of the fact that this law has been in existence for a number 
of years, and I am not unmindful of the fact that the Treasury De- 
partment has shown a lot of sympathy toward making changes in the 
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act if they can be made; but I still maintain that there is a diserimi- 
nation here in my opinion between the large American businessman 
and the little-business man, and I think it ought to be cleared up. 
I believe you can do it by proper interpretation of the law. 

Mr. Siri. It came into existence, as you have indicated, a good 
many years ago—something like 15 years ago and, of course, I was 


not here at that time. 

Senator Capenarr. That is right. 

Mr. Suiru. It is my impression its application has developed in 
ways which went considerably beyond the expectations of its original 
sponsors. 

Senator CapeuArr. You mean in favoring big business, or the man 
who establishes his branch factory outside of the country ¢ 

Mr. Suiru. In being applicable to certain types of activity, large 
and small. 

Senator Carprnarr. Where they go abroad and carry the goods over 
with them. 

Mr. Smiru. Yes. 

Senator Carreuartr. And then do business there rather than doing 
business through exporters. 

Mr. Suirn. Yes. 

Senator Carenarr. I will give you these questions and I would 
appreciate it if you would answer them. 

Mr. Smrru. I will undertake to answer them. 

Senator Carruarr. Thank you, sir. 

I would like to ask unanimous consent to have the questions Mr. 
Smith is going to answer made a part of the record. 

Senator CLark. Without objection, that may be done. 

(The questions, and replies, referred to are as follows :) 


Question 1. Mr. Smith, you probably are aware that four Senators, of which 
I am one, have introduced in the Senate 8. SOS to amend the Western Hemisphere 
Trade Corporation Act in a manner to eliminate what now seems to be a discrimi 
nation against small business. 

Our bill would change the act so that small manufacturers in this country 
would have equal opportunity with big business to compete for Western 
Hemisphere trade. 

In the past, Mr. Smith, you have opposed the change we seek to make by 
this bill yet I have in my possession a copy of a letter by a former high official 
of the Treasury Department in which this former official admits the existing act 
is inequitable and contains an element of discrimination. 

Why, Mr. Smith, have you opposed changing the act in a manner that would 
give small businesses the same tax benefits on exports that big business now 
enjoys under the Western Hemisphere Trade Corporation Act? 

Answer 1. Under existing law, the tax on Western Hempishere trade corpora- 
tions is 14 percent lower than the rate otherwise applicable. Section 921 defines 
such a corporation as one which, among other requirements, satisfies the follow- 


ing conditions: 


“(1) if 95 percent or more of the gross income of such domestic corporation 
for the 3-year period immediately preceding the close of the taxable year (or for 
such part of such period during which the corporation was in existence) was 


derived from sources without the United States; and 

“(2) if 80 percent or more of its gross income for such period or such part 
thereof was derived from the active conduct of a trade or business.” 

S. SOS provides ‘that for the purposes of this section, where personal property 
is maufactured within the United States and sold, either by the manufacturer 
or by a wholly owned subsidiary of the manufacturer, for use or consumption 
in and actually shipped in due course to a Western Hemisphere country, the 
seller’s income from such transactions shall be treated as derived entirely from 
sources other than sources within the United States.” As a result, the 14 per- 
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cent rate reduction would be more readily available to firms that cannot now 
qualify for Western Hemisphere trade corporation treatment. Also under this 
definition, all income from manufacturing as well as distribution of products 
made in the United States and delivered to a Western Hemisphere country out- 
side the United States would get the benefit of the lower rate of tax available 
to Western Hemisphere trade corporations. The exclusion of profits on domestic 
manufacturing from the concept of domestic income would drastically change 
the rules for allocation of income. At present, the profit from manufacturing is 
always allocated to the country where the manufacturing takes place. A change 
in this rule could remove substantial amounts of manufacturing profit from 
domestic taxation for businesses which already qualify their distribution profits 
as foreign-source income and discriminate against manufacturing for domestic 
sales. It would constitute an export subsidy of an extreme sort. There is noth- 
ing in the legislative history of the Western Hemisphere Trade Corporation Act 
which suggests that any such exclusion of domestic manufacturing profits from 
full domestic taxation was ever intended. 

Question 2. I also have here, Mr. Smith, an excerpt from the Senate Finance 
Committee report of 1942 in which the committee is specific in showing its intent 
to give all United States manufacturers a fair chance to compete with foreign 
manufacturers on the Western Hemisphere market. 

Let me quote from that report: 

“American companies trading in foreign countries within the Western Hemi. 
sphere are placed at a considerable competitive disadvantage with foreign corpo- 
rations under the tax rates provided by the bill. To alleviate this competitive 
inequality the committee bill relieves such corporations from surtax liability.” 

In view of this intent by Congress to be fair in dealing with the export prob- 
lems of United States businesses, why does Treasury, as represented by you, 
oppose changing the act in order that the intent of Congress will be spelled out 
to the point of eliminating discrimination through interpretation? 

Answer 2. The quotation from the Finance Committee report itself refers to 
trading in foreign countries and makes no mention of manufacturing. The next 
sentence in the committee report emphasizes the foreign source with the state- 
ment: “To obtain this relief 95 percent of the gross income of such companies 
must be from sources outside the United States.” As noted above, income from 
domestic manufacturing has always been deemed to be domestic income, and only 
the distribution or trading profits have been treated as foreign-source income, 
S. 808 would introduce an entirely new and much broader concept of foreign- 
source income. 

Question 3. I presume, Mr. Smith, vou have read the report of the Small Busi- 
ness Administration to the Senate Finance Committee on S. 80S, in which SBA 
points out that this bill seeks to carry out the original intent of the Congress in 
its passage of the Western Hemisphere Act. 

SBA’s report says this in its conclusion: 

“* * * it will give to small business some of the same benefits which are now, 
under existing interpretation, economically restricted to large business concerns.” 

By “interpretation,” Mr. Smith, you know that SBA is referring to the passage 
of title interpretation by the Treasury Department—whereby tax benefits cannot 
be enjoyed unless title to the goods changes hands outside continental United 
States. 

Why has this interpretation been applied? 

Question 4. You know, of course, Mr. Smith, that it has been historical that 
small-business exporters change title in this country since it is not economically 
possible for a sinall manufacturer to maintain sources of title change in foreign 
countries. 

This historical fact was a prime factor in the Senate Finance Committee's 
original consideration of this act. 

Is the Treasury interpretation an arbitrary one, or is it based on statutes which 
would make necessary the passage of S. 808 in order to correct the discrimination 
which now exists? 

Answers 3 and 4. The passage of title concept as a significant determinant 
of source of income has developed over the years. Section 862 (a) (2) (6) 
specifically provides that gains derived from the purchase of personal property 
in the United States and its sale without the United States results in income 
from sources without the United States. In interpreting where a sale takes 
place, the courts have been giving great emphasis to where the title passes and 
the leading cases showing this are: Hast Coast Oil v. Commissioner (S85 Fed (24d) 
322) ; Ronrico Corporation v. Commissioner (44 BTA 1130) ; Balanorski v. U.S. 
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(236 Fed (2d) 298); and American Food Products Corp. v. Commissioner (28 
Tax Court, No. 3). 

Question 5. I have here, Mr. Smith, a copy of a recent tax court decision 
against a firm which sought to do business under the Western Hemisphere Trade 
Act. 

However, in that decision the court made this very pertinent observation: 

“The announced legislative purpose of section 109, as well as of many of the 
previous provisions in revenue acts providing special tax treatment for income 
received from sources outside of the United States, was to encourage domestic 
corporations to engage in foreign commerce by placing them in a more favorable 
competitive position with the corporations of other nations engaging in foreign 
trade.” 

The court’s decision went against the company because of the interpretation. 

Since the tax court recognized the intent of Congress, Mr. Smith, why hasn’t 
Treasury proposed some change to eliminate the discrimination created by the 
interpretation ? 

Question 6. In the Latin-American trade study I directed in 1953, Mr. Smith, I 
visited practically every Latin-American country and I saw firsthand the prob- 
lems of competition our businessmen face on the Western Hemisphere market, 
particularly the little fellow. 

Any number of instances have come to my attention where our small manu- 
facturers have lost contracts to foreign competitors which would not have been 
lost if our small manufacturers had the same opportunity of tax benefits our 
large concerns have. 

Do you intend, Mr. Smith, to again oppose changing the act to eliminate the 
discrimination ? 

Answers 5 and 6. The line of distinction between foreign and domestic income 
is a very difficult one to draw. The fact became especially evident in connection 
with sections dealing with a proposed new treatment of foreign income in H. R. 
8300 in the 838d Congress. Though the Treasury Department is not altogether 
satisfied with the present distinctions between foreign and domestic income, the 
new concepts introduced by S. SO8, by which profits from domestic manufacturing 
are treated as foreign income, does not seem justified or desirable. 

Senator Crark. Mr. Smith, are you familiar with the progress 
report by the Cabinet Committee on Small Business which was issued 
under date of August 7, 1956? 

Mr. Smirn. I am in general terms. I do not have one with me. 

Senator Ciark. I would like to read you a short excerpt from that 
report and ask you whether you agree with it. 

By the way, the Treasury Department had no representative on that 
Committee, did the sy ¢ 

Mr. Surri. That is correct. The Treasury Department and the 
Secretary of the Treasury were not a member of the Committee. 

Senator Crark. Was the Treasury consulted in connection with the 
work of the Committee ? 

Mr. Smirn. There were various discussions. 

Senator Ciark. I read from the bottom of page 1 of the report: 

= 

In the past quarter century an enormous increase has occurred in the burden 
of Federal taxation. The impact of this development has been especially severe 
on small businesses. Such concerns have little or no access to public markets 
for capital. If they are to grow, they must have the wherewithal to expand 
plant, equipment, and markets. But the heavy burden of taxes nowadays sharply 
reduces the ability of small enterprises to plow profits back into their businesses. 

Of the record. 

(Discussion off the record.) 

Senator Crark. Mr. Smith, would you answer my question or would 
you like me to restate it ? 

Mr. Smrrn. Would you restate the question? I have the paragraph 

front of me now. 
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Senator Crark. I would like to ask you whether you are in accord 
with that statement by the committee. I guess I am really asking 
you if the Treasury eee is in accord with that statement. 

Mr. Smiru. I do not believe I am prepared to speak for the Treas- 
ury Department on this. I did not realize it was germane to the par- 
ticular subject up for consideration today. 

Senator Crark. I would be happy if, as we proceed along this line 
of questioning, if you are not in a position to answer the questions, if 
you would furnish the answers at a subsequent date. 

Mr. Smiru. All right. I shall undertake to do so, of course. 

Senator Ciark. Let us stick to your own personal opinion. Do you 
agree with that statement or not ? 

Mr. Smiru. I think it is a real matter of difference depending on 
the size of the company as to the availability of access to public offer- 
ings of security. 

Senator Ciark. Does that mean “yes”, “no”, or “maybe”? 

Mr. Smitn. It is a matter of degree, Senator Clark. 

Senator CxiarK. Do you agree with the statement or do you not? 
Can you not answer that very simply and then explain your answer? 
If you do not agree with it, please be very frank and say so. 

Mr. Smiru. I do not believe I am prepared to say either “yes” or 
“no” in writing, and even on reflection. I do not believe it is a mat- 
ter of “yes” or “no” on that. All companies have difficulty in getting 
enough capital. It is a matter of degree. It is a matter of definition 
of small business. I am not sure what definition of small business is 
being used here. 

Senator CLtark. You do not know what the definition of small busi- 
ness is? 

Mr. Smirn. I have heard so many, I do not know what definition of 
small business is being used by this committee. If you have a stand- 
ard one on which there is general agreement- 

Senator CiarK. I take it then you do not care to answer the ques 
tion, which is, of course, your privilege. 

Mr. Smirn. I have indicated that I think that small business 

Senator Ciark. I have not been . to get any indication of your 
answer at all. Let us have one. Would you try? 

Mr. Soir. On a “yes” or “no”, I do not care to answer the ques- 
tion. 

Senator Crark. And you have made the only explanation about it 
that you care to make to this committee ? 

Senator Capenart. What was the question ? 

Senator Ctark. Whether he agreed small business needed tax help. 

Senator Carpenartr. The question is whether the witness agrees that 
small'business needs tax help. 

Senator Crark. Whether he agrees with that statement, and I am 
paraphrasing that statement as given there. 

Senator CapeHart (reading) : 

In the past quarter century an enormous increase has occurred in the burden 
of Federal taxation. The impact of this development has been especially severe 
on small businesses. 

Senator Ciark. He is unwilling to state whether he agrees with that 
statement or not, which is a perfect right of his. 
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Senator Carenarr. He has a perfect right, and I would like to say 
for the record I think it has not only for the big fellow, but also for the 
little fellow. 

Mr. Situ. That is what I was trying to say, but- 

Senator Careuart. I think it affected the little fellow more than 
the big. 

Mr. Smiru. I think all taxpayers need relief. 

Senator Crark. All right. We will leave it the way you want it 
left. The Committee made certain specific recommendations with 
respect to tax relief for small business. 

Mr. Snirn. Yes, sir. 

Senator Crark. The reason why I am asking you these questions is 
because the Treasury was not re presented on that Committee. 

Mr. Smirn. That is right, sir. 

Senator Ciark. This committee is engaged in trying to write a 
Small Business Act for the small-business community. Therefore I 
would like to know whether you are in accord with the recommenda- 
tions of the President’s Cabinet Committee on Small Business to the 
effect that taxes imposed on business corporations should be modified 
by reducing the tax rate from 30 percent to 20 percent on incomes up 
to $25,000. 

Mr. Somirn. Secretary Humphrey commented on that, on the Ful- 
bright proposal before the Senate Finance Committee 

Senator Ciark. Which is not this proposal at all. 

Mr. Smirn. And which is not precisely the same. I have no con- 
ment beyond the comment of Secretary Humphrey, which was on a 
somewhat similar proposal before the Senate Finance Committee. 

Senator CLark. I would like to ask you whether you want to leave 
the record showing that the Treasury Department is unwilling to an- 
swer the question I asked you, as to whe ther you are in accord with the 
recommendations of the Cabinet Committee. 

Mr. Smirn. Before this committee at this time I] have no furthe 
comment to make. 

Senator Crark. You will not answer the question / 

Mr. Smirn. I will not answer the question. 

Senator CLark. So we can speed it up, would you give the same 
answer to the second recommendation made by the President’s Cabinet 
Committee, that business be given the right to utilize, for purchases 
of used property not exceeding $50,000 in any 1 year, the formulas of 
accelerated depreciation that were made available to purchasers of 
new property by the Internal Revenue Code of 1954? 

Mr. Smiru. We have made no comment on that to either the Senate 
Finance Committee or the House Ways and Means Committee, which 
are the committees to which we typically report on matters of tax 
legislation, and, accordingly, I have no comment to make before this 
committee at this time. 

Senator Crark. Then I take it your answer would be the same to the 
third recommendation of the Cabinet Committee, and I quote: “That 
corporations with, say, 10 or fewer stockholders be given the option 
of being taxed as if they were partnerships.” 

Mr. Snirn. =e comment would be the same as on the other and all 
similar tax suggestions. 
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Senator CLark. And your comment is the same with respect to the 
fourth recommendation, namely— 

That the taxpayer be given the option of paying the estate tax over a period of 
up to 10 years in cases where the estate consists largely of investment in closely 
held business concerns. 

Mr. Smiru. My comment is the same. 

Senator CuiarK. I take it you have no recommendation whatever to 
give to this committee with respect to tax relief to small business? 

Mr. Smiru. No. Our tax recommendations are typically made to 
the two committees I mentioned, and I have no further comment on 
tax questions in connection with these matters. 

Senator CLark. Senator Capehart ? 

Senator Capenart. I have a question, but I want to say this: What 
is your title, Mr. Smith? 

Mr. Smirn. Iam deputy to the Secretary. 

Senator Ciark. Before you came in here, let me say Mr. Robbins 
stated he did not care to answer any questions on taxation because Mr, 
Smith was the expert on that and would be available to the committee 
in that regard. 

Senator Carenart. I think the Treasury Department will be very 
happy to come up here and answer questions if they are given a little 
advance notice, but I can well understand Mr. Smith's position and 
his feeling, since, of course, the questions have to do with tax matters 
and he is not the Secretary of the Treasury and has not consulted with 
the Secretary of the Treasury, but is simply an employee of the Treas- 
ury Department. I assume he feels he has no authority to speak for 
the Secretary of the Treasury or the Treasury Department on matters 
that he has not consulted them about, and that they did not authorize 
him to speak on. 

Senator CLark. Would the Senator from Indiana object to a re- 
quest on my part that answers to those questions should be furnished 
by the Treasury ee d 

Senator Carenart. I think it would be very appropriate, if you 
wish to do so. 

Senator CLtark. Would you be willing to have those answers furn 
ished, Mr. Smith ? 

Senator Carenarr. Let me say that I do not think . is a matter of 
Mr. Smith agreeing one way or another. I think it is a matter of 
addressing a ‘jetter to the Secret: ivy of the aaa. and I move we 
address a letter to the Secret: wy of the Treasury and that in our letter 
the questions you asked here be asked of him, and he be requested to 
answer them. 

Senator CLark. Without objection, it is so ordered. (See p. 487.) 

I would like Mr. Smith and Mr. Robbins to take back to the See- 
retary of the Treasury at least my personal disappointment at the lack 
of cooperation of the witnesses this morning. 

Senator Caprmart. I do not believe you are justified. That is your 
privilege, of course, but I do not think committees have a right to 
complaint. Taxation is not within the jurisdiction of this committee. 
It is in the Finance Committee’s jurisdiction, and I do not think we 
have a right to call witnesses up here and ask them questions about 
something which is not particularly germaine. [ admit is has a lot 
to do with the small business of the country, but without giving them a 
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little advance notice, and then without giving them an opportunity to 
clear their answers through the Bureau of the Budget, which 1s a 
part of our Government, ‘and clearing them through their superior 
officers, I do not believe we have the right as a committee to do that. 
I think we have a perfect right to address the Secretar y of the Treas- 
ury and ask him to answer those questions. I think we have a right, 
if we want to, to require that he come up here and answer the ques- 
tions in person, but I do not think we have a right to ask people 
working for the Secretary of the Treasury to answer questions that 
only the Secret ary of the Treasury himself can answer, because I do 
not think Mr. Smith is in a position to answer these questions for the 
Secretary of the Treasury, since they have to do with policy matters. 

Senator Crark. Does the Senator have any further questions or 
comments ¢ 

Senator Carenart. Yes. I would like to ask Mr. Smith this ques- 
tion: It is a problem that I wish you would also get an answer for 
uson. This has to do with small business, and particularly with the 
tire retailers of the United States. As you know, when they ship 
tires they have to pay the excise tax on them, but when the manufac- 
turer who owns his own retail stores sells them, he can put all of the 
tires he wishes to in the retail stores without paying tax on them. 
That seems to be unfair to me, and it seems to be placing a burden 
on the independent tire retailer which is not placed on the manufac- 
turer who owns retail sstores. 

Mr. Chairman, I would like to ask that the Secretary of the Treas- 
ury, or the Internal Revenue Service, I presume it it, give us a ruling 
that can be made a part of this record as to why the independent re- 
tailer of tires must pay the tax when he receives the tires, whereas 
the manufacturer can send all of the tires he wishes out to his retail 
stores scattered all over the United States, with many of them next door 
to the independent, and he does not have to pay the tax until he dis- 
poses of them. I would like to know whether or not it is an inter- 
pretation of the Internal Revenue Service that these independents 
must pay the tax, or whether it is a part of the law. At the moment I 
do not know. 

Mr. Smiru. I will be glad to comment on that now, because I do 
happen to be familiar with it. 

Senator Capenart. If you are familiar with it and care to answer, 
fine. 

Mr. Smirn. I think it it a completely unambiguous interpretation 
of the law, because the law is imposed on sales. 

Senator Carenarr. In other words, you are following the law? 

Mr. Smiru. Yes. There is nothing in the excise tax law which 
imposes a tax other than at the time of the sale. This was a sub- 
ject which was considered in the Ways and Means Committee in the 
bill which was reported out by the Ways and Means Committee a 
matter of a few weeks ago now, when consider: ible cor sider: ation was 
given to this. I do not recall exactly how it was finally handled in 


the bill, but I remember one poimt that came up in our analysis of 
it in the Treasury Department was to : the effect that credit terms 
typically given by the re cturers to retailers were such that in 
po int of fact the tax w lune at least in n any Ins’ances on the sales 


bv the manufacturers Pavan eh their own retail stores quicker than the 
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tax was due from the independent retailers under the terms of credit 
that were offered; but I will be glad to get additional information 
for you. 

Senator Carrnarr. Of course, you understand this not only applies 
to tires and tire manufacturers, but any manufacturer where it is a 
product subject to excise tax. 

Mr. Suirn. Surely. 

Senator Caprnarr. Where he has retail stores, you see. 

Mr. Smirn. Yes. 

Senator Carrnarr. It applies to many other items in addition t 
tires. 

Mr. Soniru. Yes. 

Senator Capenart. It is in the law and your position is that what | 
consider to be a discrimination is a part of the law 

Mr. Smrrnu. That I am quite sure of. 

Senator Carenartr. And the only way to correct it is to correct 
the law / 

Mr. Smirn. That Iam quite certain of. 

Senator Carenarr. Thank you very much. 

Senator Crarx. If there is nothing further, that is all, and thank 
you, Mr. Smith. 

Mr. Joseph M. McKellar and Mr. James P. Nash of the Department 
of Defense. 


STATEMENT OF JOSEPH M. McKELLAR, DIRECTOR FOR SMALL 
BUSINESS POLICY, OFFICE OF THE ASSISTANT SECRETARY OF 
DEFENSE (SUPPLY AND LOGISTICS), DEPARTMENT OF DEFENSE 


Mr. McKetiar. Mr. Chairman, I am Mr. McKellar. Mr. Nash 
is unable to appear here today as a counsel. 

Senator Crark. Mr. Me ‘Ke ll: ur’, clo you have a prepared statement ¢ 

Mr. McKetuar. Yes, sir, I do. 

Senator Ciark. Would you object to inserting it in the record 
because of the lateness of the hour / 

Mr. McKenxzar. I would be happy to have it put in. 

Senator Crark. And then make whatever comment you care t 
make, because the Senate is alre: ady in session and we would lil 
get through as quickly as we can. 

Mr. Me ‘SKELLAR. Senator Clark, very briefly, we were Ci lied today 
to offer our comments on S 1789, and S. 1762, which we normally 
refer to as the Thye bill and the Sparkman bill. We have reviewed 
it only in the areas where it affects the Department of Defense in 
our procurement oper: itions. We find nothing at fault with eithe 
bill, with the exception of one particular point. 

Before going to that poit, I would like to say this: We hav 
worked very closely with the Small Business Admu oe and | 
think they deserve an awful lot of credit for maintai ne such a fine 
operation ona semitempor: ry basis. Because it 1s not a permanent 
agency. lL cert: aintly sympathize and admire Wendell Barnes for the 
fine operation he has done under this status. 

Specifically, the Sparkman bill reeommends that our set-aside 
program, which is a joint set-aside of the Small Business Administra 
tion and ourselves, be handled pretty much by the Small Busimess 
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Administration. In other words, they would be given authority to 
make the unilateral determination as to what produc ts should be set 
aside for procurement. 

In that particular field we are very much opposed to that. It is 
our firm belief that the Department of Defense, when vested by Con- 
gress with the responsibility for maintaining a weaponry for defense, 
should also have the responsibility and the obligation of picking their 
contractors. At the present time we share this with the Small Busi- 
ness Administration. 

In my prepared statement, Mr. Chairman, I think you will see that 
of all the initiated joint set-asides that Small Business proposed last 
vear, we only refused 5 percent, and this year only 2 percent. That 
is certainly an indicium of the cooperation between the two agencies. 

Senator CLark. That is in money and not numbers of contracts? 

Mr. McKeixiar. I have both the numbers of contracts and dollars. 
Chat is the number of contracts I just quoted. 

Senator Crark. How about in dollars? 

Mr. McKeuiar. This year our total dollars lagged behind the 
awards 6 months to a year, because they are nonyear funds, but this 
vear our total dollars will be up from 

Senator Crark. I was thinking more of the comparable figure with 
respect to the recommendation of the Small Business Administration 
which you were not able to approve. Did I not understand you to 

say it was only 2 percent of the number of contracts that were not 
approved ¢ 

Mr. McKeurar. That is right. This year, sir, it was 2 percent. 

Senator Crark. How about a comparable dollar figure? Do you 
have that 4 

Mr. McKeuiar. I can supply it for the record, Mr. Chairman. 

Senator Crark. All right. 

Mr. McKetuar. This year, as I recall it, there will be nearly $500 
million set aside, and actually awarded to small business, as against 
last year’s figure of $344 million. 

Senator Crarx. I think that is fine, but what I was interested in 
was to what extent you are unable to concur in the recommendations 
of the Small Business Administration. You have more or less joint 
‘ontrol, but as I understand the present law at the end the Depart- 
ment of Defense makes the decision. Is that right? 

Mr. McKutiar. Yes, sir. It is jointly made by the Department of 
Defense and the Administrator of the Small Business Administration. 

Senator Ciark. If we had something in the record to indicate you 
were not really very far apart, that would have one effect; if, on the 
other hand, you were substantially apart in dollars as well as in 
numbers of contracts, that would be something else. 

Mr. McKennar. Mr. Chairman, if I may be allowed to, I can read 
a short paragraph here. 

Senator Ciark. If it is in your statement, do not bother. We will 
read it. 

Mr. McKeniar. Yes, sir. It is in the statement. 

Senator Crark. Senator Capehart / 

Senator Cavemartr. No questions. 

Senator Crark. Without objection, the prepared statement of Mr. 
MeKellar will be inserted in the record at this point. 

(The prepared statement of Mr. McKellar follows :) 
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STATEMENT BY JOSEPH M. MCKELLAR, DIRECTOR FOR SMALL BUSINESS POLICY 
OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE (SUPPLY AND LOGISTICS) 
DEPARTMENT OF DEFENSE 


Mr. Chairman and members of this subcommittee, I consider it an honor to be 
asked to appear before you today and offer comments on behalf of the Department 
of Defense with regard to recently introduced legislation amending the Small 
Business Act of 1953. 

Our staff have carefully reviewed this proposed legislation and concur with 
the proposition contained in both of these bills, namely, S. 1789 and 8S. 1762, that 
the Small Business Administration be made a permanent agency and given the 
status of such. I have read Mr. Wendell Barnes’ testimony, and I certainly 
appreciate and sympathize with the problems he has had in directing such an im- 
portant arm of our executive branch of the Government on a semitemporary 
basis. I marvel at the efficiency with which the Small Business Administration 
is operated and the marked accomplishments that have been wade under such a 
handicapped status. 

With regard to the other provisions of these bills, we find only one specific area 
that warrants comment by the Department of Defense. Section 214 of S. 1789 
provides the authority for the joint determination program and the small business 
set-aside program that is identical to the present authority in the Small Business 
Act of 1953, as amended. However, section 107 of S. 1762 authorizes the Small 
Business Administration to make unilateral determination without concurrence 
on the part of the contracting procurement agency that a contract shall be set 
aside for award to small business. 

The present Department of Defense—Small Business Administration joint set- 
aside program is an outgrowth of philosophy that there should be established a 
fully integrated and cooperative program of joint activities between the Small 
Business Administration and the Department of Defense, directed toward the 
discharge of our common responsibility that a fair proportion of the total pur- 
chases and contracts for supplies and services for the Department of Defense 
shall be placed with small-business suppliers. The operational features of this 
program provide that the representatives of the Small Business Administration 
shall be afforded an opportunity to review proposed procurements at the procur- 
ing offices of the military departments and to make recommendations concerning 
them, including proposals that they be exclusively or partially set aside for small 
business concerns. We provide the representatives of the Small Business Admin- 
istration with appropriate desk space and telephone facilities whether they are 
assigned to the procuring activity on a full- or part-time basis. The responsibility 
for agreement in all matters respecting this program are vested with the Admin- 
istrator of the Small Business Administration and the Assistant Secretary of 
Defense for Supply and Logistics. This joint endeavor has, in my opinion, been 
operated very successfully, principally because of the excellent spirit of coopera- 
tion that exists between the Small Business Administration and ourselves for the 
common goal of assisting the small defense supplier. Statistics are not always 
the best indicia of the success of a particular program, but in this case I believe 
that to briefly touch on the progress from a statistical viewpoint would be helpful 
in attaining a clearer perspective in what we are doing. 

In fiscal year 1956, there were 6,407 set-aside actions initiated by the Small 
Business Administration, amounting to approximately $566 million. With De- 
partment of Defense concurrence, 6,075 set-asides were agreed upon, amounting 
to $497 million, and the actual awards numbered 4,750 with a dollar value of 
344 million. 

During the first 11 months of fiscal 1957, the Small Business Administration 
has initiated 10,295 set-aside actions, of which 10,101 were agreed upon by the 
Department of Defense. To date there have been made 7,624 awards from the 
set-aside program, totaling $463 million. You will notice that there is a wide 
discrepancy between the number of set-asides agreed upon and the number of 
awards made. The reason for this is that there is a 6-month to 1-year lag 
between the time we make the set-aside determination and the actual date the 
awards are made. 

These statistics demonstrate two very important points. One is the increasing 
dollar volume, the number of set-asides and awards currently being made as 
contrasted with last year, and the other is the decrease in the percentage and 
the number of rejections the Department of Defense has made to actions initi- 
ated by the Small Business Administration. Last year the Department of De- 
fense rejected 332 proposed set-asides, or approximately 5 percent of the total 
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proposed. During the first 11 months of the current fiscal year, the Department 
of Defense has refused to accept 194 proposed set-asides, or about 2 percent of 
the total. To me, this certainly demonstrates an atmosphere of cooperation 
between the two agencies for the sole purpose of assisting small business, and 
any legislation that would alter this area of joint endeavor could be harmful to 
the object of our mission, the small defense supplier. 

In addition, it should be remembered that the Department of Defense is 
charged with the responsibility for maintaining an adequate state of military 
readiness. To assure this result, this Department has the authority and respon- 
sibility for the procurement of weapons and other necessary supplies and services. 
We consider it.inconsistent with this responsibility that some other agency of 
the Government should have the unilateral right to determine for us the method 
of purchasing and the sources for our items which effect our military readiness. 

Further, as the statistics which I have cited clearly show, such a weakening 
of our authority to do our job is unnecessary. We are currently agreeing to 
98 percent of all the determinations recommended by Small Business Adminis- 
tration. We must retain the right to disagree when, in our judgment, such a 
determination might have an adverse effect on our ability to do our job. 


Senator Ciark. Thank you very much. 

The committee will be in recess until 10:30 a. m. on Thursday of 
this week. 

(Whereupon, at 12:15 p. m. the subcommittee recessed until 10: 30 
a.m., Thursday, June 20, 1957.) 
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THURSDAY, JUNE 20, 1957 


UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY 
SUBCOMMITTEE ON SMALL BUSINESS, 
Washington, DG. 

The subcommittee miet, pursuant to recess, at 10:50 a. m., in room 
301, Senate Office Builing, Senator Joseph S. Clark, chairman of the 
subcommittee, presiding. 

Present: Senators Clark, Fulbright, and Sparkman. 

Senator CLark. The subcommittee will be in session. 

I have an announcement to make which causes me some embarrass- 
ment, but I do not think there is much we can do about it. Word 
has just arrived that the Senate is meeting at 11 o’clock and the 
civil-rights debate will get underway shortly thereafter. Confronted 
with a conflict ot interests between ny respons sibilities as chat irman 
of this subcommittee and the inconvenience caused by asking two 
very active and busy and ee piaaabiiey of the administration 


to come down here and testify this morning, and my obligation to 
my constituents, I reluctantly concluded it may be necessary to recess 
this hearing before we can complete the evidence. I have made ar- 


rangements to be called from the floor when it is necessary for me 
to go over there in connection with the civil rights matter. I think 
the best we can do, Mr. Barnes and Mr. Martim, is to go as far as 
we can. 

I want to apologi ze to you very profusely for the meonvenience, 
but Iam aftr: ald it is one of those thi nes conn ected with the inefliciency 
of Government generally, which we cannot very well avoid. 

I want to say, Mr. Martin, how happy we are to have you with us 
here today. I do gr iate your willingness to come back. As you 
know, I was anxious » have you here personally, and I am most 
grate ful to you for coming. 

I see you have a prepared statement and I would be happy to have 
you proceed i In any way you see fit. 


STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN, 
BOARD OF GOVERNORS; ACCOMPANIED BY WINFIELD W. 
RIEFLER, ASSISTANT TO THE CHAIRMAN, FEDERAL RESERVE 
SYSTEM 


Mr. Marrin. I would like to say in advance that IL will be at 
your service at any subsequent time that is convenient to you. 

Senator Crark. Thank you very much, sir. I do appreciate that. 
[ had hoped some of the other members of the subcommittee would 
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be here, and because of some of the economics involved regarding 
which, goodness knows, I am no expert, I had asked Senator Doug- 
las to be here and sit with us. He agreed to do so, but because of 
the situation I have just described it is not possible for him to do it, 

However, let us go ahead as far as we can. Did you want to have 
your statement filed in the record, or read it ¢ 

Mr. Martin. I would like to read it. I will skip over parts of 
it to try to shorten it up. 

Senator CLark. All right. 

Mr. Martin. Mr. Chairman, the Board of Governors concurs in 
the broad objective of S. 2160 now before your committee, namely, to 
fill an apparent gap in existing ¢ redit. facilities by providing for a new 
type of private investment institution to specialize in small-business 
financing. 

Senator CLrark. Let me interrupt you to say, not having seen the 
rest of the testimony, that first sentence is the most heartening thing 
I have found since I came to Washington in January. I hope it will 
not be qualified later on. I just think that is splendid. 

Mr. Martin. It seems likely that today the problem of small-busi- 
ness financing is in the area of longer term credit and equity capital 
rather than in that of shorter term credit. This view takes into ac- 
count the fact that business activities now require a higher investment 
in tools, machinery, and plant facilities than ever before in our 
history. 

We also base our view in part on information concerning business 
and credit developments we receive from the 12 Federal Reserve banks 
and their 24 branches. This information is derived not only from 
member banks but also from bankers and businessmen through their 
representation on the boards of clirectors of the Reserve banks and 
branches and thro uch many other established business and financial 
contacts. In this way it is possible for us at the Federal Reserve Board 
to obtain a fairly complete picture of the extent to which credit de- 
mands in various parts of the country are being met in total and by 
various categories of borrowers. 

In making our appraisal of the credit situation, we combine these 
observations with careful analysis of a large volume of statistical in- 
formation on loans by banks and other financial institutions. From 
the available information, it is possible to draw certain broad infer- 
ences concerning the financing of small business. 

We know, for example, that most loans made by commercial banks 
are to small-business men. Further insight is obtained by studying 
the rates of interest charged by commercial banks on various sizes of 
business loans as reported to us in a quarterly interest rate survey. 
We are also now in the process of developing information from a 
recent loan survey on the location of business borrowers in relation 
to the institutions with which they bank. These and many other cur 
rent efforts throw light on small-business financing and its problems. 

This kind of information broadly substantiates the thesis that the 
problem of small-business financing is primarily one of long-term 
credit and equity capital, and that financing difficulties arise most 
frequently in the case of ventures where direct financing by commercial 
banks or other institutions which hold the liquid savings ‘of the public 
is inadvisable. 
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There have been a number of attempts in recent years to cope experi- 
mentally with the needs of smaller firms for capital and longer term 
credit. I refer particularly to regional development corporations, 
organized under State charter with local financing, that have been 
established in New England and in some other areas. 

These organizations have as their main objective the removal of 
impediments and imperfections in the market organization for sup- 
plying intermediate and longer term funds to small- and medium- 
sized businesses, particularly those situated away from the main 
stream of supply. Assuming the potential borrower to be a reason- 
able credit risk, sheer lack of knowledge on his part of alternative 
sources of financing may be the prob lem; or a lender may lack the 
skill necessary to arrange the appropriate financial acc ‘ommodations 
for him: or insufficient. lender competition in the field may cause the 
difficulty. sy acting as intermedi aries, sometimes advancing some 
funds along with those of participating lenders, at other times merely 
bringing borrower and lender together, the se regional and loe ‘al 
finane ing institutions pert form a constructive function. 

The efforts of these organizations should certainly be encouraged, 
and ways and means should be explored to further the participation 
of private commercial banks in their activities. Commercial banks, 
because of the demand nature of the bulk of their liabilities, must 
generally limit the extent to which they make loans outside the field 
of higher grade, shorter term obligations. They can facilitate the 
operations of deve ‘lopment companies, however, by helping to mini- 
mize costs of investigating applic ants and by exte nding loans to these 
companies in appropr late cireumstances. 

It strikes us as noteworthy that other private investment com- 
panies, organized under general incorporation acts of the various 
States to specialize in the equity as well as longer term debt financing 
of promising small- oe ventures, do not now exist in large num- 
bers. In pos stwar years, only a few have been established. The privi- 
lege of Federal ine eu ation might offer some advantages and attr: et 
the formation of additional companies. 

An explanation of the scarcity of private companies in this field 
may he in two operating problems. One is the very high cost of 
original risk appr: uisal and subsequent supervision; the other relates 
to taxation. The bill under consideration recognizes the desirability 
of reducing the tax obstacle. 

Senator Crark. Miecht it not also be, Mr. Martin, that there are 
apparently adequate investment opportunities for such capital as 
there is available in securities which have a far greater marketability 
than this kind of an enterprise would have ¢ 

Mr. Marri. I think in a time where demand is straining against 
supply, that that 1s quite likely, but we are assuming there is a longer 
range implication to this. 

As to the role of the Federal Reserve with respect to the proposed 
new financing institutions designed to provide longer term debt or 
equity financing for small businesses, it would be appropriate, if the 
Congress sees fit, for the Board of Governors and the Reserve banks 
to perform certain functions relating to the activities of such new 
facilities. These functions relate to chartering, examination, and 
fiseal agency duties. The performance of such duties is consistent 
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and compatible with the similar functions now performed by the 
Federal Reserve. 

However, the Board would favor neither the financing of such 
institutions by the Federal Reserve by purchase of stock or otherwise, 
nor the exercise by the System of any proprietary functions. 

Senator CLarK. There we go. 

Mr. Martin. Right. 

For example, the Board should not have the responsibility to “pro- 
mulgate standards to determine the eligibility of business enter- 
prises for the purposes of this act.” Also it should not be responsible 
for regulating the borrowing of the investment companies. Such 
activities should be specifically governed by the act itself. 

Our views on these matters are based on the fundamental objections 
discussed before this subcommittee 2 years ago. Basically, our con- 
cern stems from the belief that it is good government as well as good 
central banking for the Federal Reserve to devote itself prim: irily to 
the objectives set for it by the Congress; namely, guiding monetary 
and credit policy so as to exert its influence tow: ard maint: Lining the 
value of the dollar and fostering orderly economic progress. 

Senator CLarK. I do not want to antic ipate anything you may have 
in the balance of your statement, but if the I ‘ederal Reserve does not 
exercise these functions, who should, since the need is apparent and 
admitted ? 

Mr. Martin. Now you are talking about the end result. 

Senator Ciark. I am talking about the financing of the institutions 
and the exercise of the proprietary functions. 

Mr. Martin. I am unconvinced that properly presented you cannot 
raise substantial amounts of private capital. 

Senator CiarK. Through member banks? 

Mr. Martin. Well, you might conceivably have member banks pur- 
chase stock, which is one of the suggestions, but which is not permitted 
at the present time. 

Senator CLark. But is it not going to need some leadership and 
some monitoring ¢ 

Mr. Marri. Well, L should think that some of this leadership and 
monitoring would come out of the sort of discussion that we are pres 
ently having; and also I was rather impressed with Senator Ful 
bright’s bill, with the provision in there for $2 million possibly to 
colleges and universities for studies in this field. 

Senator CLiark. Do you think that in view of the history we have 
had since World War IT it is reasonable to expect that these kinds of 
national investment companies can be put into operation without 
some kind of direction coming from some kind of Federal Government 
agency’ Ido not mean that after it is launched they could not get 
out of it, but I raise with you the question as to whether the Small 
Business Administration, or the Federal Reserve Board—and I see 
you do not want them to do it—should not, so to speak, vet this show 
on the road. ; 

sefore you answer, there is, of course, the alternative on which 
Senator Fulbright brought three very competent and able witnesses 
from Arkansas up here the other day, which would authorize the Small 
Business Administration to make loans to State development com 
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panies on some sort of a matching-fund basis with the States and 
private capital in the States, that is, with money in Arkansas. 

For example, as you probably saw, they authorized $5 million of 
State bonds to get such a corporation going. But there I would be 

afraid we would run into an objection from you that that would 

rest in additional lending authority to the Small Business Adminis- 

ration with what we are again afraid would be looked on as an 
inf ationary impact and, therefore, not quite wise. 

I understand that is a mouthful of words to throw at you, but I 
would like to have your comment on it. 

Mr. Martin. I think in the immediate situation there is the prob- 
lem of the overall credit; but I am looking at this from a longer 
range point of view, and it seems to me the point I made at the start 
of the statement that the technological changes which have occurred 
require us to recognize that more capital is required, and perhaps a 
different kind of financing than would have been required previously, 
in much the same way that another war would probably be fought 
with guided missiles instead of the type of equipment we had previ- 
ously, and the financing ought to be related to that. You always face 
difficulties when the Government puts up funds for equity participa- 
tion, because there is a division of profits there. The line can get 
pretty fuzzy, but we have not come out against Federal incorpora- 
tion here of investment companies. ‘There were differences of opinion 
on our Board, and I am authorized to say that today, of Senator Ful 
bright’s bill, because some members of the Board would prefer Federal 
incorporation to assisting the State development corporations, on the 
ground that the State would be competing with another Sate for busi- 
ness and might dissipate some of its usefulness. 

I personally would prefer to see the State avenue tried first, rather 
than Federal incorporation, because I think in terms of the dual bank- 
ing system that that has advantages. 

Senator Crark. You would not be, perhaps, as concerned as I was 
about all of Pennsylvania industry going down to Arkansas. 

Mr. Martin. I would question, 1f the objectives of the concerns are 
worked on, if that would happen, because while there would be some 
overlapping competition unquestionably, the overall desire of the 
companies would be to de velop small business and new types of financ- 
ing and tec! hniques. 

Senator Crark. As I understand it, Senator Fulbright’s bill would 
take the $2714 million which is still available under section 13 (b ») and 
make it available for loans to the State development companies. Is 
that not correct ? 

Mr. Marrin. That is correct. 

Senator CLARK. — , of course, that would be fine from your point 
of view, because you want us to repeal section 13 (b). 

Mr. Martin. An d we have supported repeal of section 13 (b). 

Senator CLark. You will kill 2 birds with 1 stone. 

Mr. Martin. So we would naturally support that operation. Now, 
I think there are questions about it that can be raised about the Small 
Business Administration, or any other Government agency, buying 
an equity position in a State development corporation. But on 
balance, my own thinking, and as I say, there is some disagreement 
in the Board of Governors, but I am authorized to express my own 
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opinion, and I would prefer moving in that direction first. I would 
think that the Small Business Administration operating intelligently, 
as Lam sure it would, would be able to do something of this type. 

Senator SPARKMAN. I am sorry. I did not get that full statement. 

Mr. Marrrn. I would prefer going the route of letting the Small 
Business Administration assist on a mutual basis with the State, 
rather than havi ing Federal incorporation of new private investment 
corporations at this juncture. 

Senator Ciark. For the record, I think we ought to identify Sen- 
ator Fulbright’s bill which we have been discussing. It is S. 2286, 

Mr. Marrin. That is right. 

Senator Fursricutr. You said equity capital. It is anticipated, 
and the bill provides, that there be no Government equity. That we 
match the loans that would be advanced by the State. 

Senator Crark. It would be long-term loans. 

Senator Futsrieut. In other words, it is equity to be furnished 
by private corporations and individuals, and then we authorize the 
Small Business Administration to purchase bonds. 

Mr. Martin. That improves it, Senator. 

Senator Fu.tsrienr. Bonds on a matching basis. If the State puts 
up $1 million then the Small Business Administration will buy $1 
million in bonds. 

Mr. Marri. Fine. 

Senator Funsrieur. And that will be ahead of the equity capital 
stock. 

Senator Ciark. Of course, we ought to remember that the State 
development corporation itself would be authorized to buy stock and 
take an equity position. 

Senator Futsrient. Oh, yes. 

Senator Crark. But the Federal money would go in on a loan 
basis. 

Senator Futsrieutr. That is right. 

Mr. Marrin. That is right, and I might make a comment from 
my experience with the Export-Import Bank Act. The part of that 
act I have always liked is section 2, which reads, if I recall it correctly, 
“Tt is the policy of the Congress that the bank in the exercise of its 
functions, should supplement and encourage and not compete with 
private capital.” 

What you are trying to do here is merely grease the way. 

Senator Futsrient. That is it. 

Mr. Marrin. For private capital participation. That seems to me 
to be thoroughly sound, and that is the way this type of instrumen- 
tality ought to be used. 

Senator Crark. Do you want to complete your statement, Mr. 
Martin ? 

Mr. Martin. I would like to put this whole statement in the record 
if it isagreeable. I am just commenting on it. 

Senator Crark. Mr. Martin’s statement will be printed in the 
record at the conclusion of his oral testimony. 

Mr. Mariin. While we feel that it is undesirable for the Federal 
Reserve to provide the capital and participate in management fune- 
tions in the proposed institutions, this should in no way be taken 
as minimizing our concern with the financing problems of small 
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business. Despite the fact that available information on the subject 
is illuminating, some further investigation of the subject might be 
useful. The time required for such an investigation would preclude 
its use in the consideration of the pending proposed legislation, but 
it might provide valuable factual information for future reconsider- 
ation of the problem. 

A fresh study of the small business financing problem might confirm 
the existence of g: ips in the present financing facilities and techniques, 
and it might yield import: int byprodue ts. The pointing out of poten- 
tially profit: able lending opportunities could stimulate private enter- 
prise to fill the indic ated gaps. 

I merely point out in my last paragraph that the type of explora- 
tion and work that was done in the consumer installment field unques- 
tionably led to the expansion and development of that business and 
also, all that Tam saying here is I think all of us ought to continue to 
work hard on this problem. 

Senator CLrark. Thank you very much, Mr. Martin. Senator Ful- 
bright ¢ 

Senator Fursricur. I would like to encourage you to make that 
study. I think there is a great misunderstanding of the significance 
of recent developments, some of which you have already touched on. 
I mean, the increased need for capital to carry on the same volume 
of business. 

Mr. Martrix. That is right 

Senator Futspriur. And I think the tax angle is extremely im- 
portant. Yet it isa fleeting thing, and difficult to tie down. 

For example, I think the impact of high taxes naturally makes peo- 
ple more cautious and less likely to take a risk in an untried company, 
because when they lose it they lose it all, and when they make it they 
can retain so little of it. So that tends to increase, among other 
reasons, the attraction of General Motors and similar companies. 

Although it may be a fine little company, they say they will not 
invest in it, although it has all of the ingredie nts of success, bec: ause the 
risk is so great and they cannot keep the money when they make it, 
and when they lose it the vy lose it all. That sort of thing is difficult 
to evaluate, and yet it is there. 

Do you not think it is there / 

Mr. Marvin. I think it is basic, and I make that short comment in 
the statement. 

Senator Futsriair. In your study—and I hope you will make one 
you can evaluate it in a way that no one else can, I think. Your 
institution would have the prestige to make such an assertion. 

There are 2 or 3 points I want to make. The idea or the suggestion 
that my bill is a substitute for the other is not what I intended. 
Rather, it is something that could be done immediately in preparation 
for the national equity institutions. I do not think this is a real sub- 
stitute, but it is something which would require very little change at the 
moment. That is, the authority of the Small Business Administration 
to purchase these bonds is really all we need. 

There are in being a number of these development corporations, 
and there are several more in process of coming into existence. I 
thought since there is some hesitancy on the part of the Federal 
Reserve, at least, and I presume others, to make the more drastic, 
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although I think the more important move, into the kind of institution 
that Senator Sparkman’s bill contemplates, I simply offer this not as 
a substitute, but as a possible way of doing something easily and 
quickly, and in preparation for the other kind of institution, which I 
think is needed so badly that it will, 1 hope, come forth later on. 

Does that make any sense to you—that observation 4 

Mr. Martin. That makes real sense to me. Your bill, in other 
words, does not preclude the other. 

Senator Futsricut. Not at all. 

Mr. Martin. It isa first step. 

Senator Futsricur. A first step in that direction. 

Mr. Martin. In that direction. I think that is good. 

Senator Futsricgutr. And it would, I think, prove the validity of the 
general thesis that there is a need for such an institution, and it would 
be on a small scale to begin with. 

Mr. Martin. That is right. 

Senator Futsricutr. So that would fit with your idea, also? 

Mr. Martin. That would fit with my idea. 

Senator Furisricut. In addition to the aspects of taxes that I 
pce and the risk, of course, I have the further feeling—which 

l advocated in a bill which was defeated recently, and I may say under 
the impact of the full influence of the White House—that it would 
simply revise the distribution of the present tax burden. I do not 
know whether you are familiar with it or not. Lam not asking you 
to agree or disagree with it, but it is the sort of thing that 1 think such 
a study as you mentioned on page 5 could very legitimate ly inquire 
into. ‘That is, as to whether or not the present distribution, in view of 
all the circumstances that affect our business economy, is a sound 
distribution. Ido not think it is. 

I think many things have developed which make the impact of that 
30 percent on the initial earnings of the corporation much too heavy, 
compared to what it is on the $100 million or the $1 billion that is 
earned. So [ commend that to your study also. 

As I understand it, you do not need any authority to make such a 
study. You have plenty of authority, and you think you will be 
doing it in any case / 

Mr. Martin. We are going to study this small-business problem 


very carefully. I cannot commit myself as to the nature of that 
study or the extent of it. 
Senator Futericut. Yes. Of course, I like very much your initial 


statement. As usual, we find the Federal Reserve Board much more 
enlightened than the Treasury or the other branches of our Gov- 
ernment. I think your statement in the first paragr: aph is a very 
hopeful one, and I appreciate your foresight and understanding. 

Senator Clark. Senator Sparkman? 

Senator SparkMaAN. Mr. Martin, I appreciate your statement, and 
[ recognize a great deal of the validity of it. I appreciate your 
statement of sympathy in the very first paragraph. Of course, I have 
gotten used to that recently. I think every agency of the Govern- 
ment that has testified on this bill has expressed similar sympathy, 
and then has proceeded to say that it ought not to be passed. 

Probably, if this were the first time this measure had been before 
us I could accept that without any protest whatsoever, because I real- 





ee ee 


ve ee”6 


on 
as 
nd 
iI 


ler 


he 


ild 


I 
ich 
ler 
ald 
not 
rou 
ich 
ire 
of 
ind 


hat 
vy, 
ap 


ha 


be 


lem 
hat 


tial 
ore 
ov- 
ery 


rr. 
: 


and 
our 
ave 
rmn- 
hy, 


fore 
eal- 


CREDIT NEEDS OF SMALL BUSINESS 507 


ize that the legislative process is one of evolution, and takes time. 
But this is 6 straight years, L believe this is the seventh year, that I 
have introduced this measure. It was also before the Congress even 
prior to that. I think Senator O'Mahoney first introduced this bill 
about 10 years ago, or it was a similar measure. 

I would hope that if the agencies of Government recognize a real 
need for something like this at the present time for small business, 
that they would have made this study during that 10 years’ time, 
instead of asking for still more time to do it. In other words, 1 
builds up and I think you appreciate the fact that there is a feeling 
of frustration and futility. 

1 wonder if you will assure us, as the Chairman of the Board, that 
the Federal Reserve will make this study. What we need is some 
kind of leadership in some of the Government agencies, or in the 
Federal Reserve, to try to work out a program that will be work- 
able. I do not suppose anybody who has introduced one of these 
bills claims that his plan is perfect, but the purpose of introducing 
bills is to afford a jumping-off point from which the legislation can be 
perfected and developed. Can you give us reasonable assurance that 
the Board will study this carefully, and try to give us recommenda- 
tions that will effectuate what we are trying to do? 

Mr. Martin. I can only give you my personal assurance, Senator, 
that we will bend our very best e florts to it. 

Senator Sparkman. Let me say that nothing is better than that. I 
would take it at 100 percent. 

Mr. Marrin. I will do my very best, Senator. 

Senator SparkMAN. [certainly will appreciate it. 

I want to say a word about these State corporations. I am very 
strong for them. I wish every State in the Union would develop one, 
and develop a good one. 

Mr. Marvin. Fine. 

Senator SparkMAN. We have had some very fine testimony before 
this subcommittee rel: ating to those e el itions, but you re alize that, 
of some 15 that I believe are in existence, only 806 applications have 
been received, 253 have been ap proved, for a total of $17,770,000. 
Furthermore, as brought out by the Committee for Economic Devel- 
opment, the largest capitalization of any one of them, and that is the 
one in Massachusetts, which is the largest and the oldest, I believe 
its capitalization according to this is $748,660, You cannot do much 
toward prac see equity capital for small business under such limi- 
tations as that, can you‘ 

Mr. Marrin. Well, I think that a better job can be done in attract- 
ing it. 

Senator SparkMAN. That is the point I want to make—that regard- 
less of how good these State corporations are, they have not come 
very far toward solving the problem yet, have they? 

Mr. Martin. No; they have not, but you also have to recoenize 
and I only go by the surveys that we have made through our banks 
that the problem itself is one that has not elicited as much whole- 
hearted zeal so as to convince you that the need is pressing to the 
extent that vou should bring this capital in. 

Senator SparkKMAN. Yet I think every survey that has been made 
of small-business i ms pointed this up, and it is probably the No. 
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2 problem. The No. 1 problem is the tax problem. The Select Com- 
mittee on Small Business made a study back in 1951 and 1952 and 
held hearings all across this country on the problems of small busi- 
ness, and partic ularly the impact of taxes. I think everywhere we 
went we heard the same story, that the present tax program as ap- 
plied to small business is depressing and suppressing. We came out 
with a report and I joined with Senator Fulbright in the proposed 
plan for tax reduction for small business, but I consider that as only 
one facet of the tax problem. I think the inheritance tax is one of 
the most depressing—not to all businesses, but to a great many of 
them. 

I think the unfairness of allowing purchasers of new equipment 
to accelerate amortization of that equipment and not extend that 
same privilege to the purchasers of used equipment, is glaring in its 
inequity. 

There are other things that I can think of. Yet every time we 
introduce one of these measures, we meet with sympathy and nothing 
else. 

By the way, there is another bill I introduced which originated 
with the Federal Reserve Board. That was to permit the local banks 
to make loans to small businesses, and to include the payment of an 
insurance premium whereby the loans would be insured. I think 
you were on the Board at the time we made that recommendation to 
this committee and asked for that legislation. Yet the Federal Re- 
serve Board has withdrawn its support of that measure. 

[ am not saying that you are right, but I point out these things to 
show how it 1s we are able to get nowhere in legislation for small 
business relief 

You say you do not get these reports. I think it is primarily due 
to the fact that small business does not have the vocal volume that 
many other organized efforts in this country do have. 

Mr. Martin. I am not disagreeing with that, but I am pointing 
out that it has been surprising to me, for example, at the number of 
small businesses that I have come in contact with that have com- 
plained that they need financing and were not getting it and then, 
after working on the problem a little bit harder, sueceeded in getting 
financed. This is over the period of the last few years. 

Senator SparKMAN. Did you inquire at what rate of interest ? 

Mr. Martin. Now you are getting up against supply and demand. 
Unless you are going to 

Senator SparkMAN. The reason why I happened to think of that is, 
I spoke up in Rochester, N. Y., a couple of months ago, to a small- 
business group up there, and one manufacturer told me of a little 
experience he had had. He went to his bank and tried to arrange 
financing. The bank had been helping him down through the years, 
and the bank told him they could not do it. The official of the bank 
was sympathetic, and he went further than expressing sympathy. 
He went to the home of the manufacturer after banking hours and 
said to him, “I am terribly sorry that we are not able to make you the 
loan.” He explained the situation to him and he said, “Now, I can 
tell you where you can get your money if you are willing to pay the 
rate of interest.” So he put him in touch with someone who would 
lend him the money, but the interest rate was around 22 percent. 


L cannot vouch for it, but I have heard that similar instances like 
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that can be found by the hundreds throughout the country, where the 
rate of interest they are called on to pay makes it almost prohibitive, 

Senator Funsricutr. [If the Senator will yield, we have had testi- 
mony that there is a growing practice of not only high interest, but a 
demand for a share of the ownership, sort of on the side, as a little 
sweetening to the deal. We have had some evidence to that effect. 

Senator SparkMAN. That is right, and I think we ought to 
keep those things in mind when we are talking about the availability. 

Senator CuarK. I regret that I have a call which necessitates my 
going to the floor of the Senate. Senator Sparkman will take over. 

Off the record. 

(Discussion off the record.) 

Senator SrparkMAN. That is all I wanted to say. Senator Ful- 
bright ¢ 

Senator Futpricut. I wanted to refer again to ee Proposed study. 
Do you think it would be too much to expect something like an interim 
report, let us say, next spring? You say on page 5 of your state- 
ment— . 

The time required for such an investigation would preclude its use in the con- 
sideration of the pending proposed legislation 

Do you think you could give us something along in the spring of 
next year, sometime around March or April? You see, this is the 
first session of this Congress, and this bill, if it is not disposed of be- 
fore we adjourn, will still be before us next spring. It would be v very 
helpful if we could sort of look forward to some recommendation 
from your institution by that time. 

Mr. Martin. Well, I certainly will try to do it. I cannot commit 
the Board to a time. 

Senator Futsricur. No; but when you made this statement here I 
thought you might have in mind be fore we adjourn this session. 

Mr. Martin. That is right, sir. 

Senator Futsricur. Where it would be most useful to us. I doubt 
that, under the circumstances which exist here, we will complete ac- 
tion on any of these bills before we adjourn now, but I do hope cer- 
tainly to complete something and get. it through here by this time next 
year. 

Mr. Marrin. We will work very hard on it and do the best we ean. 

Senator SparkKMAN. May I suggest, in that line, it seems to 
me by March 1 next you would have ample time, because this is not a 
new subject wih your Board. You people, I imagine, are fairly cur- 
rent. on this kind of stuff. You remember, in 1952 the Federal Re- 
serve Board did quite a study for the Small Business Committee some- 
what along this line. I remember in one part of that, for instance, 
you dealt with the cost of capital for small business in the securities 
market. My recollection is you gave us a 100-page report there, and 
I think you did it within 60 or 90 days at that time. It was very close 
to this same subject. 

Mr. Marriy. I could not put a time limit on it, Senator, on a meas- 
ure of this scope. 

Senator Spark MAN. [am not asking you to, but I am just urging 
that every effort be made to get it in here. I was suggesting March 1, 
because that would give you plenty of time to work it out. 

Senator Futsrieut. You have plenty of money to conduct a study, 
and you do not need any money or legislation. 
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Mr. Martin. We do not need the money, but do not want to be 
criticized. 

Senator Sparkman. You do not want to be criticized, you say, 
Criticism is the healthiest thing there is. 

Mr. Martin. I did not mean that criticism. 

Senator Futsrient. I have one other suggestion. I wish you would 
dissipate this idea which recurs, which the chairman of the subcom- 
mittee mentioned. I did not know he was going to leave, or I would 
have brought it up before. There is this idea that this is all a dark 
scheme to move industry out of Pennsylvania into Arkansas. It seems 
to me that is the grossest sort of nonsense. There are perfectly proper 
economic reasons why industries leave Pennsylvania, and this is not 
going to change those reasons. We are not going to steal the steel 
industry because of this kind of venture. Is that not your view? 
That is a myth and a smokescreen, is it not ? 

Mr. Martin. That is my view. I think there will be some tendency 
for overlapping in competition, but I do not think that is serious. 

Senator Futsricgur. That is what I mean. That is no reason for 
being against either of these bills, is it ¢ 

Mr. Martin. That is my opinion. 

Senator Futsrieutr. I hope you will report on that. I think that 
is a reason that is completely unrealistic, and yet it is brought up. It 
was brought up the other day that this is Just a scheme to move indus- 
try out of Pennsylvania and New York, and I think it is wholly un- 
realistic. Do you see anything in this that is inconsistent with your 
policies concerning the stabilization of the value of the dollar; in 
other words, with your polic y to fight inflation ¢ 

Mr. Martin. Well, I think that you have to bear in wa the over- 
al] policy . If you isolate any area and say you are going to create 
funds for this area without taking away from some other area, then, 
to that extent, depending upon the pressures at a given time, you are 
vitiating the policy you are pursuing. But, in terms of its allocation 
through the market process, [ see no inconsistency. 

Senator Fu.srienr. What I believe you will agree to is, if we begin 
this kind of operation, it has no special impact on inflation over the 
long period. I mean, as we look at the inflationary problem as of the 
moment, it is, we hope, a short-term problem. It is not acceptable to 
take the view that, because there is some inflationary danger at i 
moment, we should make no provision at all for a genuine gap i 
our credit structure, as you point out. 

Mr. Martin. No. I agree with that completely. 

Senator Futrerienr. While that is always a concern under any cir- 
cumstances—that is, to keep it in balance—that is not in itself a valid 
reason to urge proceeding against this kind of a project. 

Mr. Martin. That is right. 

Senator Futrricnr. You would agree with that? 

Mr. Martin. I agree with that. 

Senator Futprieut. I believe that is all. 

Senator SparKMAN. I have no other questions. 

Thank you very much, Mr. Martin. 

Without objection, the full statement of Mr. Martin may be made 
a part of the record at this point. 

(The prepared statement of Mr. Martin follows:) 
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STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN, BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


Mr. Chairman, the Board of Governors concurs in the broad objective of 
Senate bill 2160 now before your committee, namely, to fill an apparent gap in 
existing credit facilities by providing for a new type of private investment insti- 
tution to specialize in small-business financing. 

It seems likely that today the problem of small-business financing is in the 
area of longer term credit and equity capital rather than in that of shorter 
term credit. This view takes into account the fact that business activities now 
require a higher investment in tools, machinery, and plant facilities than ever 
before in our history. 

We also base our view in part on information concerning business and credit 
developments we receive from the 12 Federal Reserve Banks and their 24 
branches. This information is derived not only from member banks but also 
from bankers and businessmen through their representation on the boards of 
directors of the Reserve Banks and branches and through many other estab- 
lished business and financial contacts. In this way it is possible for us at the 
Federal Reserve Board to obtain a fairly complete picture of the extent to 
which credit demands in various parts of the country are being met in total 
and by various categories of borrowers. 

In making our appraisal of the credit situation, we combine these observa- 
tions with careful analysis of a large volume of statistical information on loans 
by banks and other financial institutions. From the available information, it is 
possible to draw certain broad inferences concerning the financing of small 
business. 

We know, for example, that most loans made by commercial banks are to 
small-business men. Further insight is obtained by studying the rates of inter- 
est charged by commercial banks on various sizes of business loans as reported 
to us in a quarterly interest rate survey. We are also now in the process of 
developing information from a recent loan survey on the location of business 
borrowers in relation to the institutions with which they bank. These and 
many other current efforts throw light on small business financing and its 
problems. 

This kind of information broadly substantiates the thesis that the problem 
of small business financing is primarily one of long-term credit and equity 
capital, and that financing difficulties arise most frequently in the case of 
ventures where direct financing by commercial banks or other institutions 
which hold the liquid savings of the public is inadvisable. 

There have been a number of attempts in recent years to cope experimentally 
with the needs of smaller firms for capital and longer term eredit. I refer 
particularly to regional development corporations, organized under State char- 
ter with local financing, that have been established in the New England States 
and in some other areas. 

These organizations have as their main objective the removal of impediments 
and imperfectious in the market organization for supplying intermediate and 
longer term funds to small- and medium-size businesses, particularly those 
situated away from the mainstream of supply Assuming the potential bor- 
rower to be a reasonable credit risk, sheer lack of knowledge on his part of 
alternative sources of financing may be the problem; or a lender may lack the 


skill necessary to arrange the appropriate financial accommodations for hi 
or insufficient lender competition or facilities in the field may cause the diffi- 
eulty By acting as intermediaries, sometimes advancing some funds along 


with those of participating lenders, at other times merely bringing borrower 
und lender together, these regional and local financing institutions perform a 
constructive function 

The efforts of these organizations should certainly 
and means should be explored to further the participation of private commercial 
banks in their activities. Commercial banks, because of the demand nature of 
the bulk of their liabilities, must generally limit the extent to which they 
make loans outside the field of higher grade, shorter term obligations. They 
ean facilitate the operations of development companies, however, by helping to 
minimize costs of investigating applicants and by extending loans to these 
companies in appropriate circumstances. 

It strikes us as noteworthy that other private investment companies, organized 
under general incorporation acts of the various States to specialize in the 


be encouraged and ways 
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equity as well as longer term debt financing of promising small-business ven- 
tures, do not now exist in large numbers. In postwar years, only a few have 
been established. The privilege of Federal incorporation might offer some 
advantages and attract the formation of additional companies. 

An explanation of the scarcity of private companies in this field may lie in 
two operating problems. One is the very high cost of original risk appraisal 
and subsequent supervision; the other relates to taxation. The bill under 
consideration recognizes the desirability of reducing the tax obstacle. 

As to the role of the Federal Reserve with respect to the proposed new 
financing institutions designed to provide longer term debt or equity financing 
for small businesses, it would be appropriate, if the Congress sees fit, for the 
Board of Governors and the Reserve banks to perform certain functions relating 
to the activities of such new facilities. These functions relate to chartering, 
examination, and fiscal agency duties. The performance of such duties is con- 
sistent and compatible with the similar functions now performed by the Federal 
Reserve. 

However, the Board would favor neither the financing of such institutions 
by the Federal Reserve by purchase of stock or otherwise, nor the exercise by 
the System of any proprietary functions. For example, the Board should not 
have the responsibility to “promulgate standards to determine the eligibility 
of business enterprises for the purposes of this act.’ Also, it should not be 
responsible for regulating the borrowing of the investment companies. Such 
activities should be specifically governed by the act itself. 

Our views on these matters are based on the fundamental objections discussed 
before this subcommittee 2 years ago. Basically, our concern stems from the 
belief that it is good government as well as good central banking for the 
Federal Reserve to devote itself primarily to the objectives set for it by the 
Congress, namely, guiding monetary and credit policy so as to exert its influence 
toward maintaining the value of the dollar and fostering orderly economic 
progress. 

While we feel that it is undesirable for the Federal Reserve to provide the 
capital and participate in management functions in the proposed institutions, 
this should in no way be taken as minimizing our concern with the financing 
problems of small business. Despite the fact that available information on 
the subject is illuminating, some further investigation of the subject might 
be useful. The time required for such an investigation would preclude its 
use in the consideration of the pending proposed legislation, but it might pro- 
vide valuable factual information for future reconsideration of the problem. 

A fresh study of the small business financing problem might confirm the 
existence of gaps in the present financing facilities and techniques, and it might 
yield important byproducts. The pointing out of potentially profitable lending 
opportunities could stimulate private enterprise to fill the indicated gaps 

Something like this happened as a result of the extensive research directed 
to consumer lending methods, practices, and experience carried on during the 
late twenties and the thirties. Dissemination of these research findings did 
much to spread knowledge of the opportunities of the installment financing 
device through the financial community. This research also led to modifica- 
tions of some State laws governing consumer lending. Wider knowledge of 
opportunities and broader legislative authority powerfully stimulated the in- 
creased provision of consumer credit facilities, which today make up such 
a large and important segment of our existing structure of private financing 
institutions. 


Senator SparkMAn. Mr. Barnes, will you come around? We are 
glad to have you with us again. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR; ACCOM- 
PANIED BY KEITH L. HANNA, DIRECTOR, OFFICE OF THE CON- 
TROLLER, SMALL BUSINESS ADMINISTRATION 


Mr. Barnes. Yes, sir. Thank you. 

Senator Sparkman. I feel somewhat at a loss and rather em- 
barrassed, because as a matter of fact, as I recall it, you were asked 
to come back. Mr. Barnes has already appeared before the com- 
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mittee and has given his statement in full and was questioned during 

a whole morning’s session. Senator Clark wanted to question you 
about some matters. He particularly wanted to be present, but just 
had a call to come to the floor. 

I wonder if we might not get him to come back after he has seen 
how things are going over there? I have no questions to ask you. 

Was there any m: aterial left over that you were supposed to take 
up with the committee, or do you have a ‘supplemental statement to 
make? 

Mr. Barnes. I have one or two things which I think might prove 
helpful to the committee in view of the testimony that came in some- 
what later. 

Senator SparkMan. Why do you not proceed to do that, and in the 
meantime we will see if we can get Senator Clark to come back? 

Mr. Barnes. All right, sir. 

In the course of my “testimony the other day I made some reference 
to the House Banking and Currency bill that had been reported out 
on the Small Business Administration—the Small Business Act—as 
contained in the House version. I do not think I had finished speak- 
ing on what I felt would be the result of the change in that bill over 
the present law wherein the ceiling on interest rates that might be 
charged by the Small Business Administration on its loans is reduced 
from 6 percent to 5 percent. 

Other witnesses have compared this interest rate with the interest 
rate charged on housing loans and other types of lending in the 
Government in some of the agricultural loans. 

I wish to emphasize that there is a very great difference in these 
types of loans. The loans made by the Small Business Administra- 
tion are business loans. The interest rates generally paid exceed 
that of the standardized type of risk that is found in a housing loan, 
or in an agricultural loan. 

In addition, the Congress quite correctly, I think, asked that we 
not advance credit where credit was available from private banks or 
from the resources, or the needed funds were available from the 
resources of the applicant. We have since the start of the function- 
ing of the Small Business Administration made a great effort to 
carry out what was apparent to us was the intent of Congress to have 
the banks take a substantial part in this program, trying to en- 
courage the banks to extend the lending that they do—to extend the 
terms of their loans to small business—and we feel we have been 
successful in that some 70 percent of our loans have this bank par- 
ticipation now. 

Senator Fursricur. What is the normal amount of participation, 
50-50, or 75-25 ? 

Mr. Barnes. No. It is around 25 percent. 

Senator Fursricutr. Twenty-five percent ? 

Mr. Barnes. It was down around 12 or 13 percent when we started 
this and has gradually increased. By having the banks in these loans 
it makes it unnecessary to have as many Government employees in 
the program as it would if we had to service each of the loans direc tly. 
Furthermore, we have the advantage of the banks’ credit information 
on the borrowers and have the banks friendly to the program instead 

feeling that it is a competitive program. . 
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If the interest rate is reduced, it is my considered opinion that the 
amount of net yield to the banks will become so small, relatively 
speaking, that this partic ipation will not continue, and what has been 
a healthy and wholesome thing in the extension of credit in inc reasing 
amounts over longer terms by the private banks through participation 
with the Small Business Administration, will receive a severe setback. 

Senator Futsricur. The House, you say, reduces it to 5 percent ? 

Mr. Barnes. It puts a ceiling of 5 percent on. 

Senator Fuiericur. You think you do not agree with that? 

Mr. Barnes. I think it should be left at 6 percent. I have prepared 
a comparison of the amounts yielded to the banks under some of our 
types of programs. 1 would like to introduce it in the record for the 
examination of the committee, and I think you will see the recovery 
of the banks is quite reasonable and not exorbitant at all. If : is re- 
duced any further, I do not see how a bank, exercising proper care in 
earning funds for its stockholders and depositors, could participate 
as they have, in the future. I think this would be a great mistake. 
In particular, our limited loan participation plan which now com- 
prises some 39 percent of our loans, and which does not go, generally 
speaking, to the manufacturers which we have been talking about in 
connection with the development credit companies and the standard 
business loans we make, but which goes to the—the limited loan par- 
ticipation plan usually goes to the small merchants and retailers, 
which comprise the great bulk of small business. I am forced t 
conclude this would not be a successful program if the maximum sgt. 
ing were set at 5 percent. We have a number of loans which are less 
than 6 percent, but I want to emphasize this point, because I believe 
this committee has likewise felt that this participation plan should 
continue. 

Senator Sparkman. The 6 percent is a ceiling and not a floor. 

Mr. Barnes. That is right. It is a ceiling and not a floor. So I will 
in troduce this schedule in the record, which shows the yield LO banks 
under various types of loans, 

(The schedule referred to follows:) 


Comparison of bank yield under 56 and 6 percent interest rate 


PoP PPK OF 


Senator Futpricutr. Would the requirement of the House bill re- 
late to both the Government’s participation and the bank’s part 4 
Mr. Barnes. No, it would not. 
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Senator Funprieutr. It would relate only to the Government’s 
participation ¢ 

Mr. Barnes. To the Government’s participation. But as a practi- 
cal matter, we should realize that the presence of a 5 percent loan 
would encourage borrowers to develop situations that would make 
them qualified for a direct loan at 5 percent, rather than a participa- 
tion loan in which part of the loan would be in excess of that. 

The schedule we have Be pared shows the amount of yield to banks, 
and the amount paid by borrowers, where there is a difference in the 
interest rate, as between the Government’s share and the bank’s share. 
I still think it would be too small. I am not an expert on this, but 
most or many banks pay 38 percent on the savings that are deposited 
with them, and many of them say it takes almost 2 percent to service 
loans 

Senator SparkMAN. By the way, some of the members of the House 
committee have spoken to me about this and ap parently, from all 
reports, they are very strong on this particular point. In fact, they 
virtually said the y want to serve notice on us to be absolutely ad: amant 
about this provis ion. I thought that was a little premature, 

So I think it is necessary that you give us all of the arguments 

gvainst that provision that there are. 

Let me ask vou this question: Are your loans uniform now as between 
the Federal Government and the bank, or do you have differentials? 

Mr. Barnes. In the business loans there is a uniformity. Both the 
banks and the Small Business Administration’s share must be 6 per- 
cent or less. 

Senator SparkMAN. In other words, you do not allow participating 
loans if the interest on the bank’s share of the loan would exceed 6 
percent. That isa ceiling on that. Is that right 6 

Mr. BARNES. Yes, sir. And our recommenda ion, and that con- 
tained in the administration bill which is before this committee, per- 
mits a variation between the bank’s interest and the Small Business 
Administration's, and retains the 6-percent interest on the Govern- 
ment’s share of all of the loans. 

Senator SPARKMAN. It seems to me that goes against the argument 
you were just making, that if you had a differenti: il it would encourage 
going after Government loans. 


Mr. Barnes. No. It does not, in my opinion, because in those areas 
of the country where the normal rate for business loans is somewhat in 
excess of 6 pe reent, the bank there is not required to change the normal 
terms that it would make with its borrower. And in other sections 


of the country where the rate may be 6 percent or less, the bank will fix 
the rate, and the Small Business Administration w ill | Keep its rate at 
the same as that fixed by the bank. 

Senator SpARKMAN. [see. Yes. 

Mr. Barnes. | ahead mention this: If this result I anticipate takes 
place, it will make a very great difference in the administraton of the 
Small Business . ‘ee ninistration in that a much larger share of our 
loans would really become clirect loans, al d this would require a some- 
what larger staff and considerably more work on the part of the 
agency in connection with its loan program. 

Senator CLark. Senator Fulbright. 

Senator Funsricur. Mr. Barnes, you cnet I believe, to a bill 
fiving you authority to purchase bo nds or to make loans to State 
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development corporations without it being tied to specific projects, 
I understand that you do and have made loans to development corpora- 
tions fora + ific project. 

Mr. Barnes. Yes, sir. 

Senator For LBRIGHT. One of the reasons why you object is because 
you feel there should be a limitation on the amount of what the devel- 
opment corporation would make in the way of a loan. Whereas you 
are limited to $250,000, the development company might make a $10 
million loan. 

Mr. Barnes. And not to small business. 

Senator Futsrientr. That is right. 

Mr. Barnes. Yes, sir. 

Senator Futsricur. Would it make a difference in your view if the 
development corporation itself should have a limit on the size of its 
loan? I mean, in the nature of things I think your objection in one 
sense has some merit to it. As a practical matter where businesses 
have the size and the credit that would run into your objection, they are 
then in a position to go into the markets and get the money probably 
at a cheaper rate than they can get it from the development corpo- 
ration. 

The reason for the development corporation primarily is for small 
businesses simply because the big ones can got into the markets them- 
selves and go to the insurance companies and get money cheaper than 
they can get it from you, whereas the little se ‘annot. So the 
market itself tends to restrict the participation by the big companies 
with established credit lines. 

Therefore, while I think your objection theoretically may be valid, 
I do not see much to it as a practical matter, because I do not think 
that particular conflict would arise. However, if the development 
corporation itself has a limit—and let us suppose they have a limit 
and make loans only up to $250,000—would that meet one of your 
principal objections? 

Mr. Barnes. It would bring it certainly more in line with the an- 


nounced program and policies of our agency as set forth in our 
Senator 1 LBRIGHT. ] enn assure you, s far as my bill is eoneer ed, 

with the practical situation that sts in my State and others like it, 

tha I know the vast majority of ae loans that are handled will be 


within that limit, because that is where the need for it exis 

Mr. Barnes. Yes, sir. 

Senator Fursrienr. I think you will find in the experience of an 
organization like the Reconstruction Finance Corporation, that the 
great majority of the loans—I will Say the cellme on the loans in 
Arkansas—were at around your ceiling. 

Mr: Barnes. Yes, sir. 

Senator Funtpricnur. There were very few above that. 

Mr. Barnes. Senator, [ pomted out also enatit here were some other 


routes and some other proposals before the Coneress on this fener al 
subject. There is nothing in our law t ied ‘ude us from particl- 
pating with the State development corpor: ation in a loan, because they 
are financial institutions ind we have made tl hat legal determination 


with respect to all of the ones, at least, whose charters we have pres- 
ently looked into. Thus, under our law we can Joan to a borrower in 
participation with them for any purpose and to any borrower that 
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otherwise falls under the criteria of the Small Business Administra- 
tion Act, and can exceed the 30 percent that was mentioned by the other 
witness as the amount that might be called upon from the Federal 
Government. 

This would mean that in many situations where presently the devel- 
opment credit corporations are using all of their own funds, that in 
fact they could get some assistance from the Federal Government now 
through these participations. 

This would not extend to all of the types of loans they m: ake, but I 
think the ones that would be excluded would be the ones very likely 
in which there was the greatest risk and the greatest hazard, and in 
which the activity of the development corporation was more in the 
nature sin ply of t aking an equity position in the company. 

In that I raise the question as to whether this was not the best type 
of ‘sere because this would let the local people take the risks in 
those loans in which they had the greatest Gaia to see the company 
develop, whereas in the othe rs, the safer loans and the ones that came 
more nearly under our law, I’ederal funds would be available to assist 
them. 

Senator Futsrigur. The way we would hope that these would 
develop is that they would not be too different from what you describe. 
If vou bought the bonds, they will still have equity capital in there 
that will be a substantial cushion, in other words, a protection to your 
bonds. I would hope that the objective would be that onee the cor- 
porations get in operation they could pay you back in time. It is 
somewhat the way the production credit associations developed. The 
Federal Government put up in that ease, I think, all of the capital 
originally, but they gradually paid off the Federal Government. I 


think the function we want you to play is to help to get these things 
started, and not ha ve your agency continue forever. If it is successful, 


gency will not be continuing forever. Your — will be re- 
tired as they make mor ley, and as they: accumulate reserves, and so on, 
and that would get you out “3 the picture. Soina way it is not very 
different, if it works successfully. 

Presently, if there is a project developed in the State your limit 
is $250,000. Does that mean that the development corporation, we 
will say, has some money, and they will put in their equity money for 
its equity, and you can go up to $250,000 on it 4 

Mr. Barnes. Yes, sir. There have been instances where our loans 
have been up to $400,000 and $500,000, where 1 or 2 financial institu- 
tions would join in taking the excess over $250,000. 

Senator Fursricut. Does this bill in the House provide an increase 
in your limit? Did somebody say $500,000 ? 

Mr. Barnes. [ believe not. 

Senator Furnricutr. Did somebody suggest that? 

Mir. Barnes. That is in one of the bills before this committee. 

Senator Futnriacur. I knew I saw it in one bill. It is just one of 
the proposals ¢ 

Mr. Barnes. Yes, sir. 

Senator Futpricutr. Are you in favor of that? 

Mr. Barnes. As I said, we are not, because in reality, when you get 
beyond $250,000 you get out of the field which by almost any defini- 
tion you use is really the small-business field. Our aver: age-sized 


your al 
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loan is $47,000 right now. This would indicate that a $250,000 loan 
is a fairly substantial loan. We exceed that, and we do it repe weer 
through this participation we have with banks. We have done it in 
all sections of the country. I have not seen any demonstrated a 
to go above that amount. 

Senator, I should point out one other thing. That is, this field we 
are talking about is in a sense area development. The administra- 
tion has put forward a proposal which is before the Congress to 
provide for a means of assisting areas either on a State basis or on a 
district or community basis, which also provides for Federal par 
ticipation in the type of loan that gets beyond the program that the 
Small Business Administration is carrying on with all small busi- 
ness. I think that that proposal by the administration ought to be 
borne in mind in the consideration of your bill, or any legislation on 
the subject. 

Senator Crark. How would you feel about the suggestion which 

made that instead of creating a new area redevelopment corpora- 
tion, the functions of the Small Business Administration be e xpanded 
to cover that field ? 

Mr. Barnes. Well, I would have. of course, to adhere to the ad 
ministration’s position that there has been a proposal made. 

Senator CiarK. I understand. 

Mr. Barnes. I would add to that, Senator, that in a great per 
centage of our loans, insofar as they are made in an area which is a 
distress area, or in which there is a labor surplus, that our program 
prese ntly fills the need, It may hot he to the business \\ hich itself is 
in distress, but it does provide working capital and equipment and 
expands the employment. I do not have any recent count, but at one 
time I think some 15 to 20 pe reent of our loans hi id rone to ente rpr ises 
in areas that were classified as distress areas, or labor-surplus areas. 

Senator CLARK. | thought we had an interesting example of that in 
the Biddeford-Sanford situation up in Maine, which we discussed when 
you were before us a little whileago. ‘There appears to be a developing 
school of thought—and I do not know how strong it is in the commit- 
tee—that if it does not appear to be feasible to have either the admin 
istration area Ong eg bill or Senator Douglas’ S. 964 enacted, 
that perhaps some of the functions which are set up and some of the 
mechanics set up 1 in those bills could be appropri itely transte rred to 
the Small Business Administration and given perhaps a high priority, 
as opposed to the other types ot loans which the Sim it] Busi 1hness AC |. 
ministration makes. 

Mr. Barnes. I am not prepared to comme 

Senator CLARK. You would not want to testify about that now 

Mr, Barnes. I want to say that the Small Business Administration 
hap hees igiven a broad a signm nt at present. There wea lot of small 
businesses 1 1h this country, and there are a lot of them that are not just 
manufacturers. 

Ve are trying, with the staff that has been made available to us, to 
serve this whole area. | do hot thin k we have VoOne as faras we might 
have done, but we have made considerable progress. 

Now, to the extent that our ene rgies are diverted toward these area 
situations, or distress situations, t. does, or it mioht tend t to, weaken 
the original mission that we have i assigned, 
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Senator Futsriegut. How long have you been in business? I have 
forgotten. 

Mr. Barnes. Nineteen fifty-three. August of 1953. We began 
lending the Ist of October of 1953 

Senator Funtspricutr. You are almost 4 years old ? 

Mr. Barnes. Yes, sir. ; 

Senator Futsricutr. Have you a recapitulation of your activities, 
and how much you loaned ¢ 

Mr. Barnes. Yes, sir. It is in the record. 

Senator Futpricur. Did vou put it in the record ? 

Mr. Barnes. Yes, sir. (See p. 317.) 

Senator Futsricutr. How is your profit and loss situation? Have 
you made any money 4 

Mr. Barnes. We are not in a profit position on the overall activities 
of the agency, of course, because almost 50 percent of our activities are 
service functions that do not bring in any revenue at all. None of our 
disaster loan activities are bringing in any revenue, or at least making 
profit, because we pay 2% percent to the Treasury and under the act 
we wre limited to 5 percent in what we can charge. That give you—— 

Senator Funsriciur. What percentage of your loans are disaster 
loans? 

Mr. Barnes. Almost half of our loans are disaster loans. In terms 
of dollar volume, about 25 percent of the total funds loaned. 

Senator Futsriciur. You say you do not show a profit. According 
to the statement we received the other day from Mr. Robbins of the 
Treasury concerning the Reconstruction Finance Corporation’s busi- 
ness loan activities, they show a $300 million profit. That is gir 
allowing interest on all borrowed money, and after paying all « 
their administrative costs. Why should you not make a profit ? 

Mr. Barnes. In finishing my statement, then we can only make a 
profit on the business loans we make. We have something over $200 
million out in business loans. The average interest rate is between 
5 and 6 percent, and since we pay 2% percent this gives us about a 3 
percent margin on what we have out. It is our estimate that when 
we have out in excess of S400 million we will break even on the lend- 
ing function. I do not think the activities we do in connection with 
Government contracts, with which you are familiar, and management 
training, and those activities, can properly be charged against the 
lending function. 

Senator Futrrient. Are all of these details in the report that he 
furnished to the committee ? 

Senator Ciark. Yes. 

Senator Futsrieur. [ will not burden the record in order to pursue 
that question. 

Senator Crark. On this business of area redevelopment, I note in 
your prepared statement, Mr. Barnes, you state, as you did a minute 
or two ago, I think, that you preferred S. 1433, which is the adminis- 
tration area-redevelopment bill, to S. 244, which was offered by Sen- 
ator Payne, Senator Ives, and Senator Beall. I would like to have 
for the record, not necessarily today, if the committee should so de- 
termine—and, of course, that is a different subcommittee, you under- 
stand, which handles that matter—— 

Mr. Barnes. Yes, sit. 
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Senator Crark. But if no area redevelopment bill should be forth- 
coming from the Production and Stabilization Subcommittee; I 
would like to have for the record whether you would favor Senator 
Payne’s bill, S. 244. 

Mr. Barnes. All right, sir. 

Senator Ciark. I understand you do not want to speak on that 
now. 

Mr. Barnes. Yes, sir; I will submit that separately. (See p. 317.) 

Senator Ciuark. When are we going to get the next semiannual 
report ¢ 

Mr. Barnes. It will probably be in August—early in August. 

Senator Ciark. So we will have completed our hearings before 
we have it available. 

Mr. Barnes. Yes, sir. You see, it runs through June 30, and takes 
2 to 3 weeks to collect the figures. 

Senator Crark. I understand. I am not being critical at all. 

In this form in which you indicate in some detail the business loans 
approved in your last semiannual report, the one for the 6 months 
ending December 31, 1956, I do not find anywhere, although I have 
not had a chance to go through it very fully, any indication of either 
the term of the loans or the interest rate, and | wonder if it would be 
an enormous job for you to let us have that. I am pa irticular ly inver- 
ested to see to what extent these loans you are making are for periods 
of as long as 10 years. 

Mr. Barnes. I can give you an approximation right now. 

Senator CLark. That would be very helpful. 

Mr. Barnes. The average term is between 5 and 6 years 

Senator Ciark. Is that the median term ? 

Mr. Barnes. Yes, sir. All of the limited loan participation pian 
are limited to 5 years. There is a theoretical reason for that, since 
most of it is working capital and some of it is not. It is just that type 
of loan to small merchants, and that is usually adequate for their pur- 
pose. The other loans vary from 1 ye: a to 10 years. The ones that 
are 1 year are us ually are volvi ing-type loan to process a contract, or 
something like that. 

Senator Crark. Like that situation involving the starch companies 
up in Maine that you told us about the other day / 

Mr. Barnes. Yes, sir. So the average of that type of loan still falls 
between 5 and 6 years. 

Senator Crark. Could you roughly tell us whether you make more 
1-year loans than you do 10-year loans?) What I am trying to visualize 
is whether there is more of + nah ramid as the maturity increases and 
fewer and fewer loans are made for longer terms, or whether that is 
just mot the fact. 

Mr. Barnes. No. We set the term by consulting with the borrower 
at the time the application is made, and reviewing his ability repay, 
and taking into consideration the term he himself asks for, and then 
arriving at what is considered a reasonable term. If he wishes to have 
it a year or 2 or 3 years longer than we think is adequate, we may do 
that, but put in what we call a rec apture clause on net earnings. 

Senator Crark. Excuse me for interrupting you, but what I am 
thinking about is that your experience would indicate a need for an 
institution, such as a national investment company setup, or this sug: 
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gestion of Senator Fulbright’s for loans to State development corpo- 
rations. I am wondering whether there is any need for that kind of 
an institution, because by the very nature of your operations you are 
not really able to furnish long-term loans for equity capital to small 
business. 

Mr. Barnes. I can speak somewhat from my experience so far. 
That is to the extent a loan is for a capital addition such as a real 
plant, and buildings, and that sort of thing, the borrower tends to re- 
quest the maximum loan possible, or between 8 and 10 years. How- 
ever, if it is a working capital — to the extent that the emphasis 
on the loan is on working capital, or equipment, 4 or 5 years is usually 
adequate for the need. 

Senator Crark. Surely. I would be prepared to agree that so far 
as the need for working capital is concerned, that is where the Small 
Business Administration fills an important need. My concern is 
whether you are able to fill this need for longer term ¢ apital. 

In that connection, I call your attention to the progress report of 
the Cabinet Committee on Small Business on which you served, in 
which the statement is made in connection with the recommendation 
for some changes in tax laws, that the burden of Federal taxation has 
been especially severe on small business, and I now quote: 

Such concerns have little or no access to public markets or capital. If they 
are to grow, they must have the wherewithal to expand plant, equipment and 
markets. 

I take it, of course, since you signed the report, you would agree with 
that? 

Mr. Barnes. Yes, sir. 

Senator CLARK. Woul | you not also agree that the Small Business 
Administration, as presently set up, is not able to fill that gap? 

Mr. Barnes. I would say that it could not fill the gap completely on 
the financing, that is, strictly equity financing. 

Senator CLrark. Would you not also say that it does not fill the gap 
for the need for long-term loans? 

Before you answer in full, I want to point out that as conservative 
an economist as Mr. Martin just told us he thinks there is a real need 
there. 

Mr. Barnes. There have been few situations where the borrower 

wanted a long-term loan, we will say, in excess of 8 or 10 years, or 
when ier ‘first made inquiry about it, that upon examination of the 
facts in the situation we ¢ aia aeree th: at the proposition was a sound 
one to extend it so. 

Senator CLark. Let me put it this way: Are you in disagreement 
with the opening statement of Mr. M: artin’s testin ony ths at the Board 
of Governors of the Federal Reserve System concurs in the broad 
objective of S. 2160 to fill an apparent gap in existing credit facilities 
by providing for a new type of private investment institution to 
specialize in small-business financing? That is the first par: \erap h of 
his statement as you have it before you. Do you agree with that ? 

Mr. Barnes. No. I would not disagree with it. Asa matter of f: act, 
T have considerable tes stimony on the ve ners al subj ect that I could give. 
We have felt that our obligation always is first to work with the sec- 
tions of private enterprise that shoul | function in any field of finane- 
ing. This clearly falls within the activities of investment bankers. 
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We have met with the Investment Bankers Association and they have 
set up a small business committee. They have issued one ations to 
their members and to the public telling of the type of financing that 
they could do, and how it could be utilized by sm: all businesses. 

Senator Ciark. But do you really think that private investment 
bankers are going to be able to fill this gap? It seems to me they 
have had almost 12 years to do it since the end of World War II, 
and the testimony before this committee, at an almost overwhelming 
rate, would indicate that they cannot possibly do it. Just because they 
do not have a market for the securities of small-business institutions 
among the investing public. They do not want to buy a security that 
does not have ready market: ibility. The market is so very heavy that 
all too frequently the small-business company just cannot go to se- 
curities markets for money. 

Mr. Barnes. Surprisingly enough, I have made the offer that such 
investment houses as were willing to work in public issues of securities 
for small firms should give us their name and the particular interest, 
and we would make referrals and make this information available 
to those applicants who indicated to us they wanted equity financing. 
I have several letters on file from brokers and we have had our offices 
in touch with other ones across the country. I think they are in- 
creasingly interested. 

However, a basic problem here is that many small businesses and 
many small-business men in reality do not want equity financing if 
it means giving up some of their proprietorship in we business 

Senator CLarkK. Yes, but those who do not want that kind of equity 
financing certainly want long-term loans. There i. always a pos- 
sibility of some type of stock convertibility to make the issue more at- 
tractive to the investing public. 

What I am trying to get out of you, Mr. Barnes, is how you really 
feel about S. 2160, because in your prepared statement I think you 
take kind of an equivocal position. I do not mean that critically, 

Mr. Barnes. TI will be clear as far as my personal views are con- 
cerned. I think the availability of equity capital for use in expand 
ing small businesses — be explored and developed in any way 
possible. I think it is a real need to have always suflicient capital 
available for those concerns that need it and want it. That Phi not 
mean on any terms that they may want it, because it means there 
must be some relation between the risk that the investor is going to 
take and what he may expect for the risk he takes. 

Senator Crark. Surely. But are you for S. 2160, or are you against 
it, or do you think that the Small Business Administration could 
be expanded to fill the need if there is a need ? 

Mr. Barnes. I have said that I think the Small Business Admin- 
istration’s loan through participations can be expanded to go as far 
in this type of financing as the Federal Government properly should 
go. 

Senator Ciark. Excuse me. I was having a colloquy with Sen- 
ator F ulbright to test our recollection as to mete you heal ¢ xpressed 
yourself in the previous hearings with respect to his bill, which is 
S. 2286. 

Mr. Barnes. No, I did not, except that at that time all T had known 
of was the testimony of the witness from Arkansas, and I did com- 
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ment on that, as you will recall. I indicated quite clearly in the 
record what I felt about it. 

The bill itself to a certain extent carries out his proposal. I do 
not have any official comments to make on his bill. There was not 
ample time to. 

Senator CLarkK. Or on 8. 2160, exe ept w hat you said in your pre- 
pared statement, which again I suggest is sort of a hands-off attitude. 
That is on the last page of your prepared statement. 

Mr. Barnes. I do not have anything further to say without it just 
being my personal comments, and I do not know that they are worth 
anything. 

Senator CLark. Frankly, I am a little disappointed that we cannot 
get some clearer line from the administration concerning this bill, 
which, as Senator Sparkman pointed out earlier this morning, has been 
almost continuously before the Congress since at least 1950. We still 
do not. have any clear view from the administration on it as to whether 
they are for it, or against it, or do not care. I do not want to press 
you if you are not ready to answer. 

Mr. Barnes. Well, I am not. 

Senator Chark. Surely. [am a little confused, Mr. Barnes, about 
appendix G in your semiannual report, which is called Business Loans 
Canceled in Full Subsequent to Approval. Does that mean the loan 
was never made, or that the loan was relatively promptly repaid ? 

Mr. Barnes. It means that the loan was approved by the Smali Busi- 
ness Administration, and authorization to make the loan was issued, 
and that for one reason or another the loan was never drawn down by 
the borrower, and was never disbursed. It was then canceled either at 
our request or at the borrower's request. 

Senator CLarKk. In most instances would that be because the bor- 
rower did not want the money, or because the Small Business Adminis- 
tration changed its mind ? 

Mr. Barnes. In no instance was it because—I beg your pardon. In 
a very small percentage of the cases it might be because the Small 
Business Administration changed its mind if there was a very great 
difference between an adverse change in the borrower’s condition be- 
tween the time the loan was authorized and the time it was disbursed. 
You see, sometimes the loans are approved on figures submitted by the 
borrower which are unaudited, or, I mean, uncertified, but upon final 
lisbursement it may develop that the situation is not exactly as repre- 
sented. 

However, the strange part about those figures is that although this 
shows as a sort of zero against our activities, it really means a lot of 
work went into making those loans, and in many instances what hap- 
pened was that the borrower obtained our authorization and then went 
around to banks and found a bank or other financial institution which 
would make the loan, and told us then to cancel the loan. 

I have one example that illustrates this. A concern in California 
applied for a loan for, we will say, $100,000. At the same time it ap- 
plied to the California Securities and Exchange Commission for an 
issue of securities of $500,000. Upon examination of the application 
we found that the company was doing a good business making aircraft 
parts and other similar activities. It had good earnings and had a 
backlog of orders. We approved the loan. 
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I later learned that the president of this company then took this 
loan authorization to the California Securities and Exchange Com- 
mission and said, in effect, “Since the Small Business Administration 
has approved a loan to us, it is pretty good evidence of our financial 
stability. Cannot this issue of securities be approved?” They ap- 
proved the issue of securities and he then went to several other small 
companies which were engaged in allied fields, such as metal finish- 
ing, and sheet metal work, and offered to merge with them, exchanging 
his stock for their interests in their companies, and giving them a 
position as head of the department, or something of that nature. 
Several of these small companies did this and, in fact, he built a very 
well rounded company—still a small company. 

The next we heard of it, he had asked that our loan authorization be 
canceled. So this showed up as a sort of negative figure on our books, 
although, in fact, it gave him considerable strength, and I feel certain 
that the other companies that combined with him are probably better 
able to compete in the work they are doing out there. 

Senator CiarK. You see, on the face of the report this long series 
of loans where there is an approval and then a cancellation, looks like 
some kind of a snafu, but I gather from you that that is not the case. 
You think the work that went into these loans is well worth it, and in 
most instances resulted in the borrower getting the money from some 
other source ? 

Mr. Barnes. Yes, sir. There would be a certain percenage of them 
in which, however, as I say, we canceled because there was an adverse 
change. 

There is another percentage in which the borrower finally deter- 
mined that he did not want the loan at the terms at which he required 
it. He was unwilling, perliaps, to guarantee the loan, or there were 
elements he had not worked out at the time he : apphed for the loan 
which he found he was unable to complete. 

Senator Cirark. Would you mind turning to your prepared state- 
ment and look at page 2, the first full paragraph thereon, in which 
you set forth the statistics having to do with the number of loan appli- 
cations and the number of loans made, and the indication in the last 
sentence that— 

Nearly 60 percent of all applications acted upon during this fiscal year have 
resulted in loan approvals. 

I am concerned, and I am sure you are too, that you should not 
have to come back again, as you had to earlier in this session of Con- 
gress, to ask for an additional loan authorization, because perhaps for 
circumstances not within your control you made a bad guess as to how 
much money was needed, and you found you needed more. 

With that background and those figures before you, I noticed that 
S. 1789, which is the administration bill which you favor, calls for 
upping the business loan lending authority to $450 million, largely 
through the device of knocking $75 million out of the prime contract 
authorization. I really would like to have you on record — you 
are pretty confident that that is going to be e ough, because I do hope 
you will not come back next year like you did last year and say, “We 
are out of money and we need you to help us out.’ 

Mr. Barnes. The estimate we made a year ago in the spring, which 
turned out to be inadequate, was based on the rate of applications we 
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were receiving at that time, and had been receiving throughout that 
year. 

Senator Crark. Listen, you do not need to justify the mistake you 
made before. I am perfectly willing to admit it was made in com- 
plete good faith, and that we all make mistakes, but let us not do the 
same thing again. 

Mr. Barns. In House Report 555 of the Banking and Currency 
Committee, at page 9, is shown how we arrived at the estimate which 
is in the present legislation. It is based on an estimate of the lending 
$151,200,000 for the fiscal year in new loans, and is based on the follow- 
ing assumptions. 

Senator Ciark. Excuse me again. I do not want to cut you off, 
but I am not interested im a detailed explanation as to how you ar- 
rived at these figures. I want you to tell me in your judgment that 
that is sound, and that nothing has happened since S. 1789 was intro- 
duced on April 4 which has caused you to change your mind, and to 
suggest to you that it would be a little embarra assing if you had to 
come back again and ask for a larger loan authorization. 

To some extent I am motivated in making that comment because 
Senator Sparkman’s bill and the House bill gives you more money 
than you asked for. 

Mr. Barnes. The estimate is sound to the best of our ability to 
make it. It is based on the assumption that we receive 700 appli- 
cations a month, which is a slightly higher average than we have 
received during the past 6 months. So this does assume some in- 
crease, 

At the same time, I did not feel it exactly wise, in view of the 
present temper of Congress—— 

Senator Crarx. The budgetary situation? 

Mr. Barnes. To go completely overboard in any such estimates. I 
think this is a reasonable estimate to be made at this time with what 
we know has happened in the past, and what we can reasonably 
foresee. 

Senator Crark. I do not know whether you would be happy or 
not if I were to give you the — to say that you think the 
extra cushion of 5. 1762 might come in handy before the Congress 
reconvenes in January of next year. 

Mr. Barnes. I will say that I think we have given an estimate 
and this is a matter that is peculiarly within the discretion of Con- 
gress. 

Senator Crark. I know you are bound by the Bureau of the 
Budget. I understand all that. 

Mr. Barns. It if is appropriated and not used it will not be 
dissipated. 

Senator Crark. It will not break your heart if we give it to you. 

Mr. Barnes. We will not borrow it from the Treasury unless it is 
actually needed. 

Senator Crark. That is right. 

Can you tell me why you have never used the authorization under 
existing law for prime contracts, and why you want to cut it from 
$100 million down to $25 million ? 

Mr. Barnes. This function of taking prime contracts was one 
which was exercised during the Korean war by our predecessor 
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agency, the Small Defense Plants Administration. The experience 
in taking the contracts and then in administering them was not a 
financially happy one. It is something like the type of thing which 
can be well exercised in wartime when it is important to have pro- 
duction and the Government is willing to spend more to administer 
a contract than perhaps it is at other times. 

Senator Crark. I think we can get into a lot of semantics about 
this business of wartime and pe: 1cetime. We have a defense budget 
of $38 billion coming up, and I would think the same situation might 
well apply which does in wartime. It may not be a hot war, but it 
is a pretty cold one. In other words, this authorization was set up 
after the Korean war; was it not? 

Mr. Barnes. No, sir; it was set up in 1950. 

Senator Ciark. Did you use it during that period? 

Mr. Barnes. Yes, sir. In effect, what some of those prime contracts 
amounted to was a means of providing financing for companies. The 
Small Defense Plants Administration did not have authority to make 
loans directly. The Reconstruction Finance Corporation would make 
the loans they recommended. This was in many instances a financing 
scheme. 

With the Small Business Administration’s power to make loans 
directly in similar situations we have solved them by direct loans 
by the type of loans we are authorized to make. 

Now, insofar as taking the prime contract and then subcontracting 
it out and assuming the responsibility for it, this requires a double 
administration by the Government and a double expense on the burden 
and the particular items to be produced. We have not seen situations 
in which we felt this was justified. I have asked that the function 
remain on the books because sometimes it is very useful in discussing 
with procurement officers of the Government, and if we ever did see 
a situation which could be solved only by that route we would not 
hesitate to take a prime contract. a 

Senator Crark. And that is why you still want $25 million? 

Mr. Barnes. Yes, sir. co 

Senator Ciark. You have painted a pretty gloomy picture of the 
process and it appears to me perhaps we ought to scrap the entire 
authorization instead of just three-quarters of it. If you are not 
going to use it it would seem wiser to me to put it up in the building 
loan category rather than leave it there unutilized. 

Mr. Bannzs. I would not oppose it, I will say that. But this is 
an authorization ; it is not used. I mean, there are no particular funds 
allocated for that purpose. 

Senator Ciark. That brings me to my next question, which is, 
What would your attitude be to a provision which is not in the House 
bill, which would authorize you to borrow money from the Treasury 
to replenish your revolving funds and thus bypass the appropriation 
process ¢ 

Mr. Barnes. That was recommended in the legislation that was 
sent forward by the Administration. It does not provide for a com- 
plete bypass of the appropriation process but it does give some flexi- 
bility to it. We believe that this was a more appropriate method of 
financing than the rather inflexible method that is provided in the 
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act itself; and, furthermore, is a system that is utilized in other types 
of lending in government. 

Senator Ciark. I wish you would amplify a little bit when you 
say it does not bypass the appropriation process entirely but gives 
you more flexibility. Just what does it do? 

Mr. Barnes. May I let my controller answer, Mr. Keith Hanna? 

Senator Ciark. Mr. Hanna, we will be happy to have your 
explanation. 

Mr. Hanna. Mr. Chairman, it means under the process recom- 
mended in the original bill introduced by Senator Thye that the net 
amount required each year to fund the revolving fund would be 
recommended to the Appropriations Committee and go through the 
normal appropriations process and it would result thereby in the 
Appropriations Committee recommending an addition, or an increase 
in our borrowing authority from Treasury to meet that net funding 
requirement. 

Senator Crark. Mr. Cash would like to ask a couple of questions 
because we are still not quite clear. 

Mr. Casu. How does that differ, Mr. Hanna, from the function 
of this committee? Is that not what this committee does when it 
recommends a limit on your revolving fund ? 

Mr. Hanna. The basic act sets the authorization in total for that 
revolving fund. At the present time we estimate the amount of 
receipts we will have coming in from repayments and interest, and 
so forth. We also estimate our outgo for the coming year and then 
we ask the Budget Bureau and the Congress for the net deficiency 
which we will need to have added to the revolving fund to give us 
funds for that year only, whereas the revolving fund limitations 
ve in the basic act are, shall we say, long range in scope. 

Mr. Casi. I see. Would you care to express yourself on how crit- 
ical this may be to your operation? Ias it ¢ aused you serious trouble 
in the past? 

Mr. Hanna. To this extent: That in the normal appropriation 
process it is required that you estimate as closely and accurately as 
vou can possibly as to what your needs will be. Obv iously, there 
are many assumptions which we have to make as to the volume of 
applications to be received, the average size of loan, the repayments 
to be received during the current year. All of those and other factors 
must be taken into consideration and certain assumptions made. 
Obviously, if your assumptions are incorrect your estimate is going 
to be incorrect. 2s 

Mr. Casu. How would the sum approved by an Appropriations 
Committee appear in appropriation language? Would that be a 
dolar figure that would show up in the budget, or would this be a way 
to take that dollar figure out of the budget ? 

Mr. Hanna. Are you referring to the recommendation for a bor- 
rowing authority? — 

Mr. Casu. Yes. 

Mr. Hanna. Ascontained in S. 1789? 

Mr. Casu. That is right. 

Mr. Hanna. It would be contained in the appropriation language 
in authority to borrow from the Treasury up to a stipulated amount. 








528 CREDIT NEEDS OF SMALL BUSINESS 


It would be an increase in the authorization previously given. I 
cannot give you the exact language. 

Mr. Casu. Would the net effect of it be to remove from the total 
appropriation, as we tend to think of that—would it remove from 
that appropriation the amount which would otherwise appear there 
if the law were not changed ? 

Mr. Hanna. It would appear in the appropriation act as such. 
In the recapitulation of appropriations made in a particular bill it 
would not be listed. 

Mr. Casu. So the net effect might be to show the total appropria- 
tions in a given period smaller by this amount ? 

Mr. Hanna. Are you speaking of the agency of the Small Business 
Administration; as such? 

Mr. Casu. Yes. I am searching to find the reasons for this if I 
can. 

Mr. Barnes. That is not the intent of it. 

Mr. Casu. It is not? 

Mr. Barnes. No, sir. The intent is to give this flexibility and we 
have no objection whatsoever to showing it in any budget figure any 
place throughout. Twice, either by reason of the hap pening of an 
occurrence as in the case of the New England disaster in the hurri- 
canes, and again last spring when the total volume of aplications 
doubled without any particular indication that this would happen, 
we have run short of funds before the full year’s period; although 
at the time the figure was set the Small Business Administration and 
the Bureau of the Budget and the Appropriations Committee truly 
felt that adequate funds had been provided. This recommendation 
was made solely because of the imponderables and variables which 
must go into making an estimate for the financial affairs and lending 
activities of this agency. 

Mr. Casu. Thank you, sir. 

Senator Crark. Mr. Barnes, I do not see in the report, although it 
may well be in there and I may have overlooked it, the statement of 
the interest rate on your business loans. Are they all 6 percent, or 
do they vary ? 

Mr. Barnes. They vary, sir. The great majority of them are 6 
percent. There is a floor of 5 percent on business loans which is con- 
tained in our loan-policy statement. In other words, if a bank pro- 
posed to make a business loan at less than 5 percent we would fix 5 
percent as the floor on the Government’s share. 

Senator Crark. In addition to that there is usually a servicing 
fee ? 

Mr. Barnes. No, sir. 

Senator Crark. No? 

Mr. Barnes. No, sir. We have authority to allow a servicing fee 
to the bank in a situation where we be am it to be reasonable. By 
that generally we mean the type of loan in which there are accounts 
receivable, or inventory financing, areal ‘oon is done that makes 
the loan comparable roughly, or generally, with the type of factoring 
loan that some people obtain. In this the bank actually does a lot 
of bookkeeping. In only a few instances have we approved any type 
of servicing fee. We do have authority to do it. 
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Senator Ciark. I think it would be helpful, or at least it would be 
to me, if in your semiannual reports where you list the loans by 
State if you had a couple of columns there which would indicate the 
maturity of the loan, the term of the loan and the interest: rate. 

Mr. Barnes. All right, sir. In the next semiannual report we will 
show the term of the loan and the interest rate. 

Senator Criark. It will not be too much trouble to put that in; 
will it? 

Mr. Barnes. No, sir. 

Senator Crark. Thank you. Would you turn, Mr. Barnes, to page 
3 of your formal statement? I note in the third paragraph on that 
page you give the figures as to the amount of set-asides in both dol- 
lars and numbers and then you say, and I quote: 

The number of set-aside actions increased 105 percent for the 9 months end- 
ing March 1957, compared with the same period of the previous year. 

How about the dollar volume of set-asides ? 

Mr. Barnes. The dollar volume likewise increased about that 
amount. 

Senator Ciark. More than doubled? 

Mr. Barnes. Yes, sir. 

Senator CLark. Would you look at page 5? 

Mr. Barnes. Actually I would like to put in the record exactly what 
it was because I am testifying from memory. 

Senator CiarKk. I would like to have it too. 

Mr. Barnes. The dollar figure for the 9-month period ending 
March 25, 1956, was $299,560,922. The same figure for the first 9 
months of the current fiscal year ending March 25, 1957, was $506,- 
800.270. 

Senator Crark. Thank you, sir. Now if you will turn again to 
page 5, in the second full paragraph on that page you refer to the 
assistance given to small firms in improving their management and 
technical knowledge, and the cosponsoring of administrative manage- 
ment courses with colleges and other interested organizations. 

We have had some testimony on it and I think the chairman of the 
full committee is interested in the suggestion that grants should be 
made to colleges to enable them to set up programs of this sort. I 
would like to have your comment on it if you have any at this time. 

Mr. Barnes. We are, of course, friendly to this proposal, and in a 
different form it is contained in the bill that the administration has 
proposed for area assistance. 

Senator Crark. Except, of course, there it would only go to de- 
pressed areas, 

Mr. Barnes. That isright. Yes,sir. In our current request to the 
Bureau of the Budget, which has not as yet. been acted upon, we have 
proposed a sum for research on a number of types of problems, most 
of which would encompass the problems mentioned in Senator Hum- 
phrey’s bill and some others that we think need attention. We have 
not had any budget item in the past of any consequence for this type 
of activity. 

Many or the problems, however, are not ones that can be farmed 
out in this manner to colleges and universities. They require broader 
research and figures that are obtainable through the Federal Gov- 
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ernment. So we are proposing first that some of this research be done 
through the Small Business Administration’s own staff, and through 
arrangements with other Federal agencies; but we would, I am sure, 
use colleges and universities on some of the problems that we would 
undertake with research through these funds. 

Senator Crark. When you speak of cosponsoring administrative 
management courses at colleges do you find any reluctance on the part 
of the colleges to give those courses on the ground that they do not 
have the financial status to enable them to do it. Or are you, gen- 
erally speaking, just fitting into existing courses the small business 
management problems? 

Mr. Barnes. In most instances the type of course that is offered was 
not presently offered by the college and we have developed information 
and planned several types of courses and then worked with the college 
in any way they may request in organizing the material for the course. 
Then our local offices will also assist them in bri inging the course to the 
attention of the businessmen in the area that we think might wish to 
take advantage of it. 

However, we leave the administration of the course to the college, 
and the fees paid by the students support the course. There has not 
been any suggestion from the colleges that we assist financially any 
more than that. We do make available all of the material that we have 
published for any reason to the college in teaching the course; and 
many of our management aids and other publications are used as a 
part of the course itself. 

After the course is launched and underway we are willing to back 
out of the picture at any time that the college indicates that they can 
carry it on themselves. 

Senator Ciark. I am going to have to recess the hearings, Mr. 
Barnes, because of a call from the floor. What I would like to do, if it 
is satisfactory to you, is to try to get up in letter form the remaining 
questions that I have with respect to testimony, with the hope that it 
will not be necessary to call you back here again. It is just possible we 
will not be able to handle it that way. If not I am sure we can clean 
it up pretty well in a short time. 

Mr. Barnes. All right, sir. I will do it by either method. 


OFFICE OF THE ADMINISTRATOR, 
SMALL BUSINESS ADMINISTRATION, 
Washington, D. C., June 28, 1957. 
Hon. JosepH §S. CLARK, 
Chairman, Small Business Subcommittee of the Committee on Banking 
and Currency, United States Senate, Washington, D.C. 

DeAR SENATOR CLARK: In your letter of June 24, 1957, you have requested 
answers to certain questions to be included in the report of the Small Business 
Subcommittee of the Committee on Banking and Currency. 

In your first question you have asked for an expansion of my statement made 
before your committee on June 13, 1957, when I stated that the Small Business 
Administration has given aid to 7,650 small-business concerns in the solution of 
problems pertaining to new products and processes. 

The assistance referred to may be detailed as follows: (a) Furnishing infor- 
mation and data on new processes, methods, and technology to improve a small 
business’ manufacturing methods or its product; (0) furnishing information 
which will enable a small company to evaluate a potential market for a new or 
improved product; and (c) furnishing information as to where small compa- 
nies can obtain engineering and research services in connection with product 
development. 
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Of the 7,650 cases reported approximately 7,100 were handled in the field, and 
the remaining 550 were handled in the Washington office. The first two cate- 
gories above make up the greater part of the total of 7,650. A substantial num- 
ber of the cases handled in the field involve individual counseling; many, of 
course, involve only the forwarding of data applying to the problem that was 
obtained from other sources. 

You have asked for an expression of my views on S. 244 predicated on the 
assumption that no area assistance legislation will be enacted. 

As you know, S. 244 amends subsection (b) (1) of section 207 of the Small 
Business Act to enlarge the present authority to make disaster loans by pro- 
viding that such loans may be made to businesses located in an area deter- 
mined by the Secretary of Labor to be an area of substantial labor surplus, 
if it is also determined that the granting of such financial assistance will tend 
to alleviate uneniployment in such area. 

The extension of this agency’s authority to give financial assistance in the 
wake of a natural disaster to include the granting of similar emergency-type 
financial help to firms in surplus labor areas creates certain problems. When 
a credit evaluation is made of a natural disaster loan applicant, it is possible 
to ascertain the financial productivity of this business immediately prior to the 
incapacitating flood or other disaster. It is reasonable to assume that if the 
applicant is restored to his original position through SBA financial assistance, 
the business will continue to be productive at the original rate. This assump- 
tion is not applicable to concerns located in surplus labor areas which have, 
in many cases, been suffering from slow financial attrition over a period of 
years. Under these circumstances it would be difficult to establish any work- 
able credit standards which will avoid making loans that will not be repaid 
and still bring about the aims of S. 244. 

I note that under S. 244 any business in a surplus labor area, regardless of 
its credit standing, is eligible for a 3 percent disaster loan if such a loan will 
tend to alleviate unemployment. Financial assistance under §8. 244, in my view, 
should be confined to firms which cannot meet regular business loan credit 
standards. 

Aside from the credit problems raised by S. 244, it is doubtful if this legisla- 
tion will in fact alleviate unemployment in surplus labor areas on a permanent 
basis. The manifold problems encountered in depressed regions cannot be 
solved by financial assistance alone. An integrated program must be estab- 
lished to provide area development, technical assistance, and other similar needs. 
Financial assistance, although necessary, is only one facet of a program for the 
permanent relief of labor surplus areas. 

In his economic report of January 1956 the President pointed out that any 
program to help local communities reduce unemployment must be designed 
around four major principles: (1) Federal assistance should aim at helping 
communities help themselves; (2) the program should aim at lasting improve- 
ment of job opportunities by the establishment or expansion of productive 
industries as contrasted with projects that generate only temporary employ- 
ment; (3) Federal assistance should be contingent on the active participation 
of local government and community groups; (4) Federal aid must not be 
extended to a community for projects which will create unemployment in some 
other area. In my view S. 244 does not meet these standards. 

While it is clear that enactment of S. 244 would provide a measure of relief 
to surplus labor areas, in order to achieve a lasting solution to the problem, a 
more comprehensive program should be provided. For this reason, as well as 
the reasons set out above, I do not recommend the enactment of this legislation. 

The Bureau of the Budget has no objection to the submission of these com- 
ments. 

In your final question, you have asked for information concerning the policy 
questions deliberated by the Loan Policy Board during the period from March 
1956 to date. The principal general policy questions discussed at the Loan 
Policy Board meetings during this period are as follows: 


Date of meeting Summary of general policy questions discussed 
Be I cece iu a wwieamnce Question cf making loans to development cor- 
porations. 


Request of amusement park concessionaires to 
be considered eligible for financial assistance. 
July 30, 1956__..__.__.__._.__.__ Eligibility of private schools operated for profit. 
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ti 
RS St, Bw accel Eligibility of theaters as an exception to present o 
loan policy which prohibits financial assistance 
‘if the purpose of the loan is to finance the F 
construction, acquisition, conversion, and op- 
eration of facilities which are, or will be used 
for recreational or amusement purposes.” 
Further discussion of loans to development cor- 
porations. t 


A ge UE Eligibility of real estate development businesses. 
Eligibility of drive-in theaters. 
Eligibility of television stations. 


en We I ccete es Further discussion of loans to local development 
corporations. 
NS Se NIN cols sc iaas ieee on it Eligibility of professionals for financial assist- 
ance. ; 
Eligibility of newspapers, magazines, radio and 
television stations. 
SE en GI teh cers cheeses yeneral discussion of loan policy statement. 


We trust that this information will complete the record of our testimony be- 

fore your subcommittee. 
Sincerely yours, 
WENDELL B. BARNES, 
Administrator. 

Senator Cuark. Thank you very much. I appreciate your patience. 
The hearings will recess. We will not at this time set another date for 
hearings, but I am not going to close the record yet. 

(The following was received for the record :) 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D. C., June 20, 1957. 
Hon. JoserH S. CLARK, 
Chairman, Small Business Subcommittee, 
Senate Banking and Currency Committee, Senate Office Building, 
Washington, D.C. 

DEAR SENATOR CLARK: The Chamber of Commerce of the United States op- 
poses 8. 244, 8. 2160, and 8S. 2286, special legislation to provide financial assist- 
ance to selected areas. This statement is limited to discussion of these bills. 

These bills would put the Federal Government in the unjust and unsound 
position of favoring a few at the expense of others in the search for new in- 
dustry and jobs. Such discrimination must be based on arbitrary criteria which 
cannot always reflect real need. 

Federal financial assistance will not meet the underlying problems which 
each area must face. Locally oriented effort can provide the best answer. 

There exist in 15 States, statewide privately financed development credit corpo- 
rations which are designed to meet current needs. Essentially what is proposed 
in 8S. 2160 is the nationalization of these development credit corporations. This | 
proposal would mean that control of the existing private organizations would 
shift to the Federal Reserve banks or some other Government agency, instead 
of maintaining their present private-enterprise orientation. 

These development credit corporations should receive strong support as a 
means of meeting area credit needs. Federal intrusion in this field as proposed 
in S. 2160 and S. 2286 would defeat the objective of establishing effective pri- 
yately financed credit organizations at the State level, energetically supported 
by a broad cross section of the business and financial community. 

The objective of S. 2160 and S. 2286 should be considered with full cogni- 
zance of the basic underlying problem which has brought about the need for 
a new type of credit organization, represented by the existing development 
credit corporations and the proposed national investment companies. 

This basic problem of financial aid for industrial development goes far 
deeper than the remedies proposed in these bills could reach. The chamber 
has endorsed proposals for a monetary and financial study by a competent 
independent group, as proposed by the administration. Such a study, which 
should carefully avoid partisan controversy, could contribute much to main- 
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taining the vigor of our private enterprise system in terms of modern conditions. 
As an immediate step, more widespread development and effective operation 
of privately financed development credit corporations can help. 
Because of the very real importance of these private efforts it is vital that 
Federal funds not encroach upon this field. 
Cordially yours, 
CLARENCE R. MILEs. 


(Whereupon, at 12:30 p. m., the hearings were recessed subject to 
the call of the Chair.) 


x 





